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Demand from Abroad 


What does our foreign aid program mean in terms of 
goods here at home? Is it helping to make automobiles 
more scarce? Steel more scarce? Is it a factor in our high 
food prices? One approach to these questions is through the 
medium of the balance of payments. The third in a series 
on ERP and ECA, appearing in this issue, discusses the 
impact of ECA on exports as against that of imports of 
goods and gold. As to the balance of payments, ECA is 
keeping them nicely “favorable” as usual, but, it seems, 
with more of an accent on inflation. (Page 306.) 


Competition for the Consumer’s Dollar 
/P' 


Like a small boy whose eyes are bigger than his stomach, 
the reach of the consumer usually exceeds his grasp, so 
extensive is the range of products tempting his pocketbook. 
Consumers are buying a lot of goods today—but what 
goods? Practically all commodity groups are sharing in the 
sales boom, but some not in the proportion that might be 
expected on the basis of past sales and the amount of money 
floating around today. Men are not buying liquor in the 
quantity that might be expected, for example, or suits and 
haberdashery. The article on page 325 analyzes postwar 
retail sales according to commodity groupings. 


Four Remobilization Answers in One Survey 


It makes a difference when industry works for the gov- 
ernment. Especially when government needs are great 
enough to affect the flow of raw materials and the availa- 
bility of goods to civilian consumers. Last month, the Divi- 
sion of Business Practices queried Cooperating Associates 
as to how they felt the government should proceed in this 
period of industrial remobilization. The answers to such 
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matters as mandatory orders, raw material allocation, rene- 
gotiation, and plant allocation reveal the reaction of manu- 
facturers who have lived through the wartime experience of 
working for the government. Their answers are well worth 
the reading. (See pages 314 and 341.) 


Value of Unemployment Benefits 


Increases in consumers’ prices have not reduced the total 
purchasing power of unemployment benefits. Examination 
of trends reveals that average sums paid out have kept pace 
with rising costs of living. The net result is a real benefit 
payment in 1947 slightly in excess of the real benefit in 
1939. (Page 310.) 


Cost of Living Going Up? Or Down? 

When grain prices went tumbling recently, they reacted 
to the prospect of an adequate supply of wheat and corn 
for domestic and foreign demand. There is a hitch, how- 
ever, to any drastic drop in consumer prices, since federal 
legislation guarantees 90% of parity for corn and wheat 
through June, 1950. And there are rumblings against con- 
tinuance of parity at present levels. As to building costs, 
there is not much of a prospect of their going lower. The 
Housing Act of 1948 and the resurrection of Title VI defer 
price stabilization indefinitely. The average price of a new 
house increased 20% from July, 1947, to July, 1948. See 
page $30 for further “Business Highlights.” 


The Government Goes Shopping 


The housewife isn’t the only one finding things expensive. 
Shopping for planes, ships, and other defense material is 
costly, too. To see just how much the Army, Navy and 
Air Force are expected to spend this year, turn to page 318. 
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Financing the Export Surplus 


HE true economic significance of ECA or of any 

other form of foreign assistance or foreign credit 
can be evaluated only when considered as an integral 
part of a much larger whole—our balance of pay- 
ments with the rest of the world. 

In 1947, we exported $19.7 billion worth of goods 
and services, equivalent to 8.67% of our gross national 
product. During the same year, we imported $8.5 
billion of goods and services. The difference, $11.2 
billion, or 4.9%, of our national product, was made 
up of exports for which we received no equivalent 
goods or services. 

Measuring solely in goods, we shipped abroad ap- 
proximately $15.2 billion worth and bought about 
$5.7 billion. Hence, we had about $9.5 billion less 
goods available at home as a result. The effect of 
this excess of receipts over payments is a matter of 
dispute. To some, it is the bolster to continued full 
employment. To others it is the high road to con- 
tinued inflation. 

The “favorable” foreign trade gap is a usual feature 
of United States international transactions. Excess 
exports of $11.2 billion in 1947 measured against a 
national product of $230 billion does not appear espe- 
cially impressive at first glance. Its significance 
appears only in relation to the characteristics of 
today’s economy: high income payments, capacity 
production, heavy demand and a large money supply. 
In this context, everything subtracted from the bun- 
dle of goods and services available at home and not 
replaced by corresponding imports tends to put pres- 
sure on our tight economy. 


ACCENTUATES THE SCARCITY 


The significance of our large exports is apparent in 
respect to individual commodities. The export of 10% 
of our finished and semifinished iron and steel in 
1947 aggravated what would have been a tight supply 
situation in any case. The same holds true of lumber, 
although only 3% of our supply was shipped. In the 
case of agricultural commodities, the effect has been 
to sustain prices which otherwise might have dropped. 
This is particularly true of bread grains, rice and 
tobacco. During the 1947-1948 crop year, 33% of 
our bread grain supply (principally wheat), 49% of 
our rice and 9% of the tobacco stock was sent abroad. 

What is the outlook for 1948? How large will our 
excess exports be? Thus far, in 1948, our positive bal- 
ance has been running lower than in 1947. As Table 
3 discloses, during the first quarter of last year we 
exported $2,447 million more goods than we imported, 


but in the same quarter of 1948 the excess declined 
to $1,751 million, or 28%. Almost $300 million of the 
drop was owing to fewer exports and about $400 mil- 
lion to greater imports.t 

The disparity between exports and imports reached 
its peak in the second quarter of last year. We sent 
abroad $2,746 million more goods than we received, 
as exports rose considerably. Preliminary data indi- 
cate that for the second quarter of 1948, the gap was 
reduced to $1,870 million, or 32% below the same 
period last year. Exports declined about 15% and 
imports rose by the same amount. 

For the first half of 1947, we exported $8.3 bil- 
lion and imported $3.1 billion. In the first six months 
of 1948, however, we exported $7.3 billion and im- 
ported $3.7 billion. Thus, the half-year merchandise 
gap has been reduced from $5.2 to $3.6 billion, or by 
30%. The disparity widened a bit in the second quar- 
ter mainly because of a small drop in imports. 

When these surpluses by quarter are calculated at 
annual rates, the trend becomes quite clear. (See 
Table 1, column 1.) 


THE GOLD IS HERE 


The decline in exports is associated with the lim- 
ited reserves of gold and dollar holdings available to 
the rest of the world. These were drawn down $4.5 
billion in 1947. As of June 30, 1947, the National 
Advisory Council on International and Financial 
Problems reported that foreign nations had only 
about $3 billion left above what was thought to be 
their minimum gold and dollar reserves. The countries 
holding these assets were Switzerland, Turkey, Portu- 
gal, some Latin American nations, the Philippines 
and South Africa. From June 30, 1947, through the 
second quarter of 1948, approximately $3.2 billion of 
remaining balances was expended in the United States. 

These liquidations dropped sharply from $1.3 bil- 
lion in the last quarter of 1947, the high of the year, 
to $368 million in the first quarter of this year. As a 
result, although United States grants and loans in- 
creased in this interval, thus adding to the supply of 
dollars, total purchases were not expanded. 

Anticipation of the passage of the European Recov- 
ery Act, by both the European nations and by receiv- 
ers of dollars in the Western Hemisphere for “off- 
shore”* purchases, may also have had some influence, 


1Exports included $244 million of surplus property and ship sales 
in the first quarter of 1948 and $93 million in the same quarter of 
1947. Some miscellaneous adjustments are also included. 


*Off-shore purchases are ECA-financed procurements for foreign 
aid from sources outside the United States. 
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according to a statement of the Department of Com- 
merce. 

The increased imports are the consequence of the 
recovery in industrial production abroad, increased 
output of raw materials, the eagerness to export to 
the United States in order to earn dollars, and the 
high demands in this country. The lowering of 
United States tariffs on January 1, 1948, may have 
induced some withholding of shipments until that 
date. 

United States government financing has been a 
central factor in the maintenance of our exports since 
before we entered World War II. The Department 
of Commerce has calculated? that our grants and loans 
from July 1, 1940, through December 31, 1947, to- 
taled $63 billion. By far the largest share, $54 billion, 
was in the form of grants. 

At the beginning of 1948, not only were the re- 
serves of foreign countries running down to their 
minimum requirements, but the amount of United 
States financing still on the books had diminished 
considerably. As of December 31, 1947, $1,766 mil- 
lion remained to be expended. Two items accounted 
for 75% of the total. The Export-Import Bank had 
slightly more than $1 billion left. By May, it had 
lent $246 million. The other large slice was the 
remaining $300 million of the British loan which was 
expended by March 1. A third major item financed 
in the first quarter was $234 million of credit on sur- 
plus property and ship sales. During the first quar- 
ter, the totals of these loans and credits were $706 
million. After deducting repayments, they amounted 

1“Foreign Grants and Credits of the United States Government,” 
Survey of Current Business, June, 1948, p. 11. 


*Excluding funds contributed to the International Monetary Fund 
and the International Bank. 


Table 1: Means of Financing Export Surpluses 


Source: Council of Economic Advisers Based on 
Department of Commerce Data 


Billions of Dollars; Annual Rate 


Means of Financing 


Surplus of 
xports 
Period of Goods | Govern- ee pay Other 
and ment of Foreign | Means of 
Services! Aid F ant ee Financing 
Aner) Assets (Net)? (et)¢ 
1936-38 average........ 0.5 a 0.8 se Ae 
LU Ghat Say Bees 7.8 5.1 2.0 suf 
1947 First quarter......} 11.2 5.2 4.8 1.2 
Second quarter....} 12.5 8.0 4.6 = jl 
Third quarter. .... 10.9 6.8 3.4 a 
Ah ce ay 10.5 2.9 5.3 2.3 
1948 First quarter. . 7.9 5.8 1.5 6 
Second quarter’. . 8.2 4.7 2.6 9 


1Includes income on investments. 

*Includes grants and loans, but excludes subscriptions to the International Bank 
and Monetary Fund. 

%Excludes assets held by the International Bank and the International Monetary 


‘Includes private gifts and remittances, movement of United States private capi- 
tal, net dollar disbursements by the International Bank and the International Mone- 
tary nd, and errors and omissions. 

‘Estimates based on incomplete data. 


to $660 million. Net private outflows reached to $121 
million. 

The supply of dollars was replenished toward the 
end of 1947 via grants, when an appropriation of $880 
million was signed on December 23. It consisted of 
$522 million interim aid for France, Italy and Aus- 
tria, $18 million for China, and $340 million to the 
Department of the Army for government and relief 
in occupied areas. By the end of the first quarter of 
1948, $354 million of the funds for the three European 
countries had been spent; and, during that quarter, 
expenditures on civilian supplies for occupied coun- 
tries were raised from $215 million in the last quar- 
ter of 1947 to $340 million. 

Because the funds for France, Italy and Austria 
were threatening to run short pending the authori- 
zation of funds under ERP, another $55 million 
was appropriated to those nations on March 31. 


QUARTERLY AID DOWN 


As a result of these and other grants, the United 
States sent abroad $887 million in unilateral trans- 
fers in the first quarter of 1948, which amounted to 
$842 million net. As Table 2 shows, this was a 
considerable boost over any quarter in the pre- 
vious year. Combined government grants and loans 
of $1.4 billion, although below the high second and 
third quarters of 1947, nevertheless were just about 
equal to last year’s quarterly average, which was con- 
siderably reduced by the drop in the fourth quarter. 
Private remittances and loans, $235 million drawn 
from the International Bank and the International 
Monetary Fund, plus United States imports and the 
liquidation of currency and gold resources abroad 
made up the rest of the first-quarter trade deficit. 

Second-quarter data are estimated and _ partial. 
They indicate that foreign countries stepped up the 
rate of liquidation of gold and dollar assets by 75%. 
thus further deteriorating reserve positions. It appears 
that the prime source of the increase was gold sales 
by the United Kingdom, following depletion of the 
United States loan at the end of the first quarter. The 
drop in United States loans from $606 million to $230 
million reflects this. Disbursements from the Inter- 
national Bank and the International Monetary Fund 
also dropped sharply. Private capital flows declined. 

Some of the slack in payments was taken up not 
only by the increased liquidation of assets, but also 
by an increase in United States unilateral transfers, 
which amounted to $1,020 million, or $945 million 
net. A breakdown of the composition of these trans- 
fers is not yet available. 

As a result, the total amount of United States aid 
going abroad in the second quarter was almost $1.2 
billion, as compared with $1.4 billion in the first 
quarter. 
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As this analysis indicates, the gap in payments? 
was threatening to remain unfilled after the expendi- 
ture of the nearly $1 billion in grants and the United 
Kingdom loan in the first half of this year. Funds 
voted under the European Recovery Program and 
other foreign assistance are now going into the breach. 

These appropriations total more than $7 billion, 
as follows: 


(In 

Billions) 

ECA 
Preliminary operating funds........... $1.055 
Erincipal (appropriaviow .oiiis ecietsters els 4.000 
Votalliur. aos ds siete tee ost jets. ite $5.055 
Government and relief in occupied areas .... 1.300 
Ching “aid. YOA ede: reas oan es 400 
Military aid to Greece and Turkey........ 225 
International Refugee Organization......... 071 
International Children’s Emergency Fund... .035 
"Total De, mrcne cree cs cse asics cree orem anes as $7.086 


Deduction of the preliminary operating funds of 
ECA brings the total to the $6.031 billion stipulated 
in the aid bill signed by the President on June 28. 
These data are on a fiscal-year basis (although the 
ECA appropriation only runs through March 31, 
1949) but a rough comparison with the calendar year 
1947 is possible. The gross total of last year’s gov- 
ernment gifts and loans actually transferred was $9.3 
billion. But $3,063 million of this sum was contrib- 
uted to the International Monetary Fund ($2,745 
million) and the International Bank ($318 million). 
Only $760 million of this total (plus the $322 million 
contributed in 1946), was disbursed in the United 
States in 1947. Hence, 
transfers abroad which 
were effective in that year 
approximated $7 billion. 


the main differences were accounted for by the expira- 
tion of the United Kingdom loan in the first quarter 
which was not completely compensated by the step- 
ups in first half-year gifts, nor the increased liquida- 
tion of gold and dollar assets in the second. An addi- 
tional development is a considerable drop in disburse- 
ments by the Fund and Bank. (Examination of their 
quarterly statements over the entire period since 
dollars began to flow from these institutions show no 
clear pattern.) 

Table 1 puts the sources of net financing of the ex- 
port surpluses by quarters on an annual basis. The 
downtrend since the second quarter of 1947 is clearly 
shown, as well as the tendency in the latter part of 
1947 and the second quarter of 1948 for the liquida- 
tion of foreign assets to jump when United States 
aid drops. 

Turning to the rate of ECA disbursements—the 
heart of the new assistance program—the Marshall 
plan countries, through the first quarter of operations 
(second quarter, 1948) received $732 million, or 55% 
of the $1.326 billion scheduled About 75% of the 
grants materialized. The chief divergence occurred 
in the loan sector, where none was made although 
$368 million was in prospect.” A continuance of this 
trend would slow down the rate of expenditure below 
that indicated in this analysis. 

These ECA allotments are solely authorizations. 
In terms of actual shipments financed (the point 
where the program’s impact on the economy becomes 


1In addition, $27 million was allotted to China and $4 million 
to Trieste. 

2An allocation of $80 million to Bizone, Germany, was made 
“as a future charge against the German economy.” It is therefore 
not clear whether this is to be regarded as a grant or a loan. It has 
been treated as a loan in the above computation. 


Table 2: Exports of Goods and Services and Means of Financing, 


by Quarter Year 


Source: Department of Commerce 


Millions of Dollars 


This magnitude of gov- 
ernmental aid has not 
been matched in the first 
half of 1948. In the first 
half of 1947, effective aid 
(loans and gifts) totaled 
$3.6 billion, while this year 
they reached only $3.2 bil- 
lion. As far as it is possible 
to tell from the incomplete 
details now available for 
the second quarter of 1948, 


Only the more crucial items are 
discussed in this article. A detailed 
breakdown of the balance of pay- 
ments may be found in “Interna- 
tional Transactions of the United 
States in the First Quarter of 
1948,” Survey of Current Business, 
June, 1948, p. 8. 


Foreign resources 


Dollar disbursements by: 


United States Government aid 


United States private sources 


MIncludes income on investments. 


Exports of goods and services..... 
Means of Financing 


United States imports of goods and services!. 
Liquidation of gold and dollars assets’... ... 


International Monetary Fund............. 
International Bank.$i s2pipe: « ats « «2,..bo ee 
Grants) (Get) nn eet kA 


Remittances (net)............. 
Long- and short-term capital (net)*........ 


Errors and omissions............. 


Il ot i Total 


4,801 | 5,277 | 4,816 | 19,741 


2,149 |} 2,022 | 8,463 
1,144 | 1,197 | 4,514 


2,074 
856 


148 
142 


56 nae 464 
92 gs 297 


492 
1,201 


457 | 444] 1,812 
1,588 | 854 | 3,900 


138 
98 


348 


119 145 568 
207 301 727 


-485 | -147 |-1,004 


4Excluding assets held by the International Bank and the International rig Fund. 
*Excluding the subscriptions to the International Bank and the lInternational Monetary Fund. 
4Excluding the purchase of debentures issued by the Internationa Bank. 
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evident), April saw $21 
million of goods leave the 
country, and May $64 mil- 
lion. Thus, in terms of ac- 
tual transactions con- 
cluded, the goods pipe line 
is filling slowly and will 


Table 3: United States Foreign Trade Transactions, by Quarter Year 
Department of Commerce 
Millions of Dollars 


Source: 


Receipts for goods and services: 
RODGERS shed acta? We Paes siete reseceicieiovecs = 6 


probably empty late. SerViCes aerate cfareisistoisucls/ c/a stao ccefwis c/a alate (uses 
Plans for ECA July- URL benuicta see oe Beadeeceqanan so obaac 

September allocations in- Sh Fe for goods and services: 

: 3 COGS? Se. Wt te RGN, 2S Sa 

dicate that such will be Garyices Recrrameomcce sth cberke tena 

the case. Slightly more SERA Ere uaa eesti 5 a RR 


Excess of receipts over payments: 
Goods and ‘services. tart... ee kes 


than $1 billion is to be 
disbursed as the quarter’s 


basic expenditure for the 
European nations plus 
Trieste. An additional $633 million is scheduled in 
order to make up for the carry-over from the first 
quarter. Therefore, $1.8 billion is slated for the cur- 
rent quarter as against the $1.3 billion for the previous 
three months, of which little more than half was actu- 
ally committed.1 A new feature of the recent schedule 
is an item of $101 million which will go to the partici- 
pating countries for payments between themselves to 
“permit the stepping up of intra-European trade at 
present restricted by payment difficulties. . . .” 


CHINA AID ALSO SLOW 


China is to receive $73 million in the current quar- 
ter, of which nearly $10 million is carried over from 
the $37 million scheduled for April-June. Of the $400 
million granted to China by Congress, $275 million 
will be aid channeled through ECA. It is not handling 
the $125 million of military aid. Thus far, China is 
getting only relief-type goods. About $60 million, 
which is tentatively earmarked for reconstruction 
purposes, will be allocated upon the return of a spe- 
cial ECA mission from an on-the-spot survey. 

Effective ECA expenditures, therefore, have not 
been especially significant in first-half financing of the 
export surplus. The speed at which authorizations 
will be translated into disbursements may well de- 
termine the extent of second-half financing. On the 
basis of past performance, the appropriation for gov- 
ernment and relief in occupied areas can perhaps be 
expected to move at the same rate—between $215 
million and $340 million a quarter. The China pro- 
gram has thus far run at the same slow pace as the 
rest of ECA. The status of the Greco-Turkish mili- 
tary aid programs is not clear. 

It seems reasonable to expect that the money which 
ECA plans to spend in the form of grants will prac- 
tically all find its way into the actual expenditure col- 
umns in the last half of the year, as delayed earlier 
authorizations are realized. But this may not be true 


ECA reported a carry-over $39 million larger than the indicated 
difference between first-quarter schedules and first-quarter allocations. 


1Estimates based on incomplete data, 


of the loan allocations. In the first place, no loans of 
any significant size have yet been negotiated. Sec- 
ondly, when cleared, loans made for goods which in- 
volve advance contracting or extensive manufacturing 
will not make their impact for some time. Scheduled 
loans approximate about 20% of allocations. 

Furthermore, a good proportion of ECA-financed 
buying is for procurement in other countries. As much 
as one half was authorized for such purchases in the 
April-June quarter. Such money only returns to 
United States channels later. 

It is therefore difficult to foresee just what will be 
the course of our export surplus for the second half. 
The actual rate of spending will be crucial. Appar- 
ently there is a sufficiency of ECA funds, other grants, 
Bank and Fund money, plus accounts such as surplus 
property and the Export-Import Bank to raise the 
level of that portion financed by the government— 
which is by far the major share—over the first half 
of the year.t 

The Council of Economic Advisers feels that this 
will be the case. They have stated: “Our interna- 
tional transactions in the first half of the year in- 
volved -less drain and exerted less inflationary pres- 
sure on our economy than they [did] in 1447. The 
undertaking of new foreign-aid programs in the past 
six months, however, presages an increase in the 
export surplus in the second half of this year,”’? but 
again less than in 1947.3 

At any rate, from the evidence which it is now pos- 
sible to adduce, it does not appear probable that 1948 
will see a total surplus foreign balance of more than 
$11 billion nor a merchandise balance exceeding $9 
billion, as was the case in 1947. This conclusion rests 
on the following points: (a) a lower rate of exports 
during the first six months; (b) a higher rate of 

1Net private financing in the first half of 1948 amounted to only 
20% of total financing. 

2Council of Economic Advisers, ‘‘The Economic Situation at 
Midyear 1948,” in “The Midyear Economic Report of the President,” 
July 30, 1948, p. 17. 

3Thid, p. 38. 
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imports during the first six months; (c) the attrition 
of foreign gold and dollar reserves; (d) an actual 
expenditure rate of government loans and grants 
which, at most, will approximate financing for 1947. 

An element tending to strengthen this possibility 
is the provision in ECA that the recipients of our aid 


will repay, in part, by aiding the United States in the 
procurement and stock piling of raw materials in low 
supply or not produced here. This would help swell 
our growing imports. 
Lawrence A. Mayer 
Division of Business Economics 


Trends in Unemployment Benefits 


VEN during periods of full employment, a small 
percentage of the labor force is without work. 
This group is technically known as the “frictionally 
unemployed.” In July, 1948, with employment at an 
unprecedented level of 61.5 million, there were 2.25 
million labor force members without jobs. 

For these workers, unemployment compensation is 
the first line of defense against loss of income. About 
three fifths of the unemployed, or 1.3 million persons, 
were receiving weekly unemployment checks in the 
beginning of July.2 The question of how much income 
these unemployment benefits should provide has al- 
ways been debatable and is currently being raised 
against a background of high living costs, increasing 
wage levels and inflationary pressures. 


PURPOSES 


Chief among the avowed purposes of unemploy- 
ment compensation is the protection of the regularly 
employed worker against income loss when he is tem- 
porarily without work.’ This is achieved by a device 
which may be described as part insurance, part a so- 
cial welfare measure. Like insurance, benefits are 
given as a contractual right to qualified persons with- 
out inquiry into their other resources or their need 
for such benefits. In addition, benefits generally rep- 
resent a fixed ratio to past wages. There is a depart- 
ure from insurance principles, however, in that both 
a floor and a ceiling have been set to benefit pay- 
ments. 

A further deviation from insurance may be found 
in the provision for dependents’ allowances in some 
unemployment compensation laws. The element of 
social need is frankly recognized in such provisions 

1Many of these were students and other seasonal recruits to the 
labor force. Unemployment in an average week in the twelve-month 


period ending June, 1948, was 2.1 million, or 180,000 below this 
summer peak 


"Includes veterans unemployment allowances of $.4 million. 


“The essential idea in unemployment compensation is the creation 
of reserves during periods of employment from which compensation 
is paid to workmen who lose their positions when employment slack- 
ens and who cannot find other work.” (“Issues in Social Security,” 
A Report of the Committee on Ways and Means of the House of 
Representatives by the Committee’s Social Security Technical Staff, 
1946, p. 369.) Other purposes include the encouragement of employ- 
ment stabilization and the maintenance of purchasing power. 


and the benefit paid to the unemployed worker is in- 
creased by a flat amount for specified persons de- 
pendent on the wage earner. 


HISTORICAL BACKGROUND 


The Social Security Act of 1935 left to the states 
the choice of unemployment benefit formulas because 
the Committee on Economic Security wished to per- 
mit considerable variation in order to “learn through 
demonstration what is best.”! The amount and dur- 
ation of benefits are necessarily limited by the amount 
of contributions. The federal unemployment tax was 
set at 3% of the taxable wages of covered employers, 
of which 2.7% was available for benefits. The states 
could collect higher taxes or could levy taxes on em- 
ployees if they wished to raise additional revenue. 
However, rather than place their industries at a com- 
petitive disadvantage in interstate commerce they 
generally accepted the federal rate as standard. Only 
nine states have ever required employee contribu- 
tions for unemployment insurance.” 

Almost all the state commissions which studied 
the problem recommended that the benefit rate be 
placed at a uniform percentage of full-time weekly 
carnings—usually 50%. This proportion was selected 
on the basis of the following considerations: 


1. With contributions at 3% of payrolls it was thought 
to be the maximum weekly rate of benefits which could 
be provided without unduly shortening the duration of 
benefits; 


2. Unemployment benefits of this magnitude would 
hardly encourage a worker to remain unoccupied. 


The linking of benefits to past wages was justified 
on the ground that the level of living to which an in- 
dividual or family is accustomed depends largely upon 
the earnings of the breadwinner. A benefit rate pro- 
portionate to past earnings would thus give each 
worker equal opportunity to maintain his accus- 


1Report to the President of the Committee on Economie Security, 
1985, p. 15. 

*See “Reserves for Unemployment Compensation,” in The Business 
Record for January, 1948, pp. 20-22, for a discussion of methods of 
financing unemployment insurance. 
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tomed standard of living. In addition, wages reflect 
regional and temporal differences in consumers’ prices 
and thus living costs would be indirectly related to 
benefit payments. 

When the method of reporting wages of covered 
workers was changed to a quarterly basis, the states 
generally substituted 1/26th of highest quarterly 
earnings for 50% of the full-time weekly wage. Most 
states have since revised their formulas to a bigger 
fraction of high quarter earnings either to reduce the 
effects of any unemployment that may have occurred 
during the quarter or to compensate for more than 
50% of the wage loss.1 

All original state unemployment laws provided a 
maximum weekly benefit, usually $15.2 Maximum 
benefits are justified on the ground that with limited 
funds available, the unemployment insurance system 
could do a better job if it set a limit to the size of 
benefit payments and used available funds where they 
could do the most good. 

In the absence of a maximum it was felt that 
the higher-paid worker would receive an unfair pro- 
portion of the funds. 

In 1938, the maximum of $15 represented almost 
60% of the average weekly wage of covered em- 
ployees. Wages rose so rapidly in the ensuing years 
that by 1942 this percentage had fallen to 42% and 
by 1946 to 32%. Im order to preserve a rough 
ratio of benefits to earnings of 50%, many states felt 
compelled to raise their maximum rates. By the 
spring of 1948, nine states had a maximum rate of 
at least $25, thirty states had a maximum of $20-$24, 


and only two states retained their original limit of 
$15.2 (See Table 1.) 


Reason for Fixed Minimum 


At first, only seven state unemployment compen- 
sation laws provided a minimum weekly benefit. These 
ranged from $5 to $7.50. All the states currently in- 
clude flat minimum rates in their laws. The bulk fall 
between $5 and $9, but a few are less than $5 and a 
few as high as $10.4 The assumption underlying the 
provision of a fixed minimum is that low-income 
families require a larger proportion of their income 
for the basic necessities of life than do more highly 
paid workers. 

Five states have adopted the European practice of 
providing dependents’ allowances, thus differenti- 
ating between beneficiaries who have only themselves 
to look after and beneficiaries with dependents.® Ad- 
dition of dependents’ allowances to an individual’s 
weekly benefit amount is aimed at providing a pay- 

light states base the weekly benefit amount on prior annual wages. 

2One was $16, one $18. 

ae dependents’ allowances. 

®Connecticut, District of Columbia, Massachusetts, Michigan, 
Nevada. 


ment more closely related to his needs without re- 
sorting to inquiry into his resources. 

The Committee on Economic Security “erred on 
the side of safety” in its estimates of the costs of 


Table 1: Unemployment Benefits, by State, 1947 


Source: Social Security Administration 


Weeks of Total 


State or Territory Bocekt for Total | Paoniploy ments 
Unemployment ‘aximum 
Amount 
PLOLMerrags tet, onde cides $17.83 56.7% 
Alabama 23255 373 $14.65 29.9% 
Arizonart Acaen fd. do, 16.08 75.6d 
Arkansas s(i...00) ¥sstigdta. 13.75 39.8d 
@alitorntan? toe. tees 18.75 78.0 
Giloradolgy. 205 Se 14.53 60. 5d 
Connecticut.aghace - sc ee 19.56 46.8 
Delawares2 \.. 428 ieee 14.95 51.7 
District of Columbia. ... . 16.46 40.8 
Bloridare nn, sertroee oe: s 13.538 64.5 
Genrgids Teh ieke. .), 13.32 22.3 
WeahOoe Pe a. flere wie 15.99 39.7d 
Pikinois?? 25 os. Sk. ee 18.23 67.5 
Didianatte et.) ni eee: 17.00 51.0 
Towa.... 14.55 45.6d 
Kansas. 30) S9 te oe 14.56 65.7d 
Kentucky sean i ens. 2: 10.98 19.9 
Gouisiana) 222... Sa does 13.93 37.2 
Maine ce. 7 ore 13.48 16.9 
Marylandais. 02s ies 18.07 39. 8d 
Massachusetts.......... 21.85 52.9 
Michigan; <1 heck sas «a 19.77 79.4 
Man neSObal 1c 5 oa 5\sieke as 14.98 24.0 
Mississippi tse). sate. thet 12518 39.1 
Missourians 9.042). .j32'. 16.40 49.3 
aS aT ETT ome eine aly 14,24 53.7d 
Nebraska........ 14.92 48.9 
Nevada ie sean : 18.85 87. 6d 
New Hampshire......... 15.42 16.0d 
New Jersey............. 19.51 61.3 
New Mexico............ 13.85 55.2d 
News Mork Aw, a lal 18.77 60.6 
North Carolina. ......... 11.35 6.0 
North Dakota.......... 17.39 57.6 
OO Fh etek Ps kee L727. 34.3 
Oklahomas.. 252. s5505 16.09 70.5 
Oregonians etree... 5. <6 15.94 44 .4d 
Pennsylvania........... 17.13 53.3 
Rhode Island........... 18.90 65.7d 
South Carolina.......... 13.92 18.2 
South Dakota........ 13.59 58.6d 
Tennessee.............. 12.85 40. 3d 
CRASS tins ce ois Basch ways 13.74 43.9 
Utah. -... 22.82 72. 5d 
Wermonts a ccorer habs oe 16.84 41.4 
Waar PET ce en Stare eye 12.35 42.4 
Washiigton: 2e0). ." 19.14 34.7 
West Virginia........... 15.27 24.9 
Wisconsinet eee. 2 16.44 36.1 
Wyong 26. eS 18.52 74.4 
Alaska sts3.: Sica tiitt 3. 21.79 70.7 
Hawsits 2s. Se ores. 19.87 39.8 


aExcludes amendments passed in the first quarter of 1948 that increased the basic 
maximum to: $25 in California, effective January 1, 1948; $24-$30 in Connecticut 
effective April 4, 1948; $20 in Kentucky, effective April 1, 1948; $22.50 in Maine 
effective April 10, 1948; $26 in New York, effective June 7, 1948; $20 in Virginia 
effective May 1, 1948; $24 in Wisconsin, effective January 1, 1948. _ 

bThe weekly benefit can be increased above the basic maximum by the payment of 
an allowance for dependents. The maximum weekly benefit amount including 
dependents’ allowances is $28 in Connecticut and $26 in Nevada. There is no absolute 
limit in Massachusetts, but the benefit cannot exceed the average weekly wage in the 
two quarters of highest earnings. In Michigan, the maximum with dependents’ 
allowances is either $28 or the average weekly wage in the quarter of highest earnings 
in the base period, whichever is less. ee 

cMaximum benefit is $20 normally; $25 results from upward cost of living 
adjustment. L 

dPer cent represents weighted average of payments at maximum under old and new 
laws for the states which changed ‘thar maximum benefit amounts during 1947. 
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unemployment insurance. As a result, the state 
funds have accumulated excessive reserves—in spite 
of curtailed contribution rates through experience 
rating and increased benefits payments through more 
generous provisions.? Other liberalizations such as 
shortened waiting periods and longer duration of bene- 
fits have also been incorporated into the various state 
laws. 


BENEFITS VARY 


In 1947, the average weekly benefit for total un- 
employment ranged from $10.98 in Kentucky to $22.82 
in Utah (see Table 1). The average payment for the 
country as a whole ($17.83), exceeded the average in 
most states. Two thirds of the weeks of total un- 
employment compensated last year, however, were 
accounted for by the fifteen states with above-na- 
tional average benefits. 

The chief factor responsible for differences in the 
state benefit amounts appears to be the level of the 
maximum benefit payable. Thus, of the nine states 
with the highest average weekly benefits, eight had a 
maximum (including dependents’ allowances) of $25 
or more, while of the twenty-two states with weekly 
benefits below $15, nine had a statutory maximum 
of $15 for at least part of 1947, and none had a maxi- 
mum of more than $20. 

The importance of the maximum in determining 
the average benefit can be seen in the fact that more 
than half of all benefit payments were at the statutory 
maximum in twenty-three states. 

Although 50% of full-time weekly wages has gen- 
erally been chosen by the states as the desirable mag- 
nitude for individual unemployment benefits, it does 
not follow that the average benefit payment for all 
unemployment must equal 50% of the average wage 
of all covered workers. 

Data are not available to compare average earn- 
ings of claimants to those of other covered workers, 
but it is fairly certain that the covered unemployed 
are not a cross section of the covered employed. Un- 
skilled and young workers and those of the low-wage 
groups are more likely to be among the unemployed.* 


2. the long-run cost of unemployment insurance seems to be 


less than one third of the estimates made when the original Social 
Security was being drafted... . . The existing system of state unem- 
ployment insurance has proved to be overfinanced.” W.S. Woytinsky 
“The Cost of Unemployment Insurance: Part II,” in the Social 
Security Bulletin, June, 1948, pp. 20 and 22. 

2See “Reserves for Unemployment Compensation,” 
pp. 22-23, 

“Tn fact, unemployment is not distributed at random among 
workers in different earnings classes. Those in the higher wage brack- 
ets, such as skilled factory workers, foremen, high-grade white-collar 
employees, and officials with executive and managerial responsibility, 
are not exposed to the same risk of unemployment as the rest of the 
covered labor force. On the other hand, manual laborers and young 
workers without experience or special skills are exposed to a higher- 
than-average risk of unemployment. The seniority rule and individual 
selection operate in the same direction.” W.S. Woytinsky, op. cit., 
p. 19. 


op. cit., 
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(See Table 2.) In addition, those of the well-paid 
groups often receive less than 50% of past compen- 
sation because of the flat maximum rates fixed by the 
state laws. In 1947, 56.7% of total weeks of compen- 
sated unemployment were at the maximum amounts. 
(See Table 1.) 

These factors explain why unemployment benefit 
payments have always averaged less than 50% of 
average weekly earnings in covered employment for 
the United States as a whole. The average weekly 
payment for total unemployment was $10.87 in July- 
September, 1939, which is 42.1% of the average 


Wages and Unemployment Insurance Benefits, 
Third Quarter, 1939 and 1947 


Source: Social Security Administration 


wide YW0Yuuu“” GROSS WEEKLY WAGES 


GROSS WEEKLY BENEFITS 


"REAL’ WEEKLY BENEFITS* 


MN FERMS OF 1995-1939 PURCHASING POWER 


weekly wage in covered employment. By the third 
quarter of 1947, unemployment payments had in- 
creased 63% to an average of $17.72. Wages had 
risen even more sharply, however, so that the net 
result was a drop in the benefits-wages ratio to 
35.1%. (See Chart 1.) 

It should not be forgotten that unemployment 
benefit payments are tax free. High tax rates cut 
into the pay envelope of most workers covered by 
unemployment insurance laws in 1947 but not into 
their unemployment insurance benefits. The ratio 
of average benefits to average spendable earnings is, 
therefore, higher than the gross wage figures indicate. 


KEEPING PACE WITH LIVING COSTS 


Average weekly benefit payments have kept pace 
with rising living costs. In terms of 1935-1939 pur- 
chasing power, the weekly payment for total unem- 
ployment was $11.02 in the third quarter of 1947, as 
compared with $10.94 eight years earlier. Steadily 
increasing wages in covered employment together with 
liberalized benefit formulas and higher maximum 
benefit payments have thus maintained the real value 
of the average weekly benefit. 

It was generally felt that changes in the cost of 
living would be indirectly accounted for by relating 
benefits to wages. However, one state (Utah), on 
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the assumption that the cost of living may change 
more radically than the wages on which benefits are 
based, does include a cost of living adjustment in 
its benefit formula.’ 


NONDEFERRABLE EXPENDITURES 


In thirty-four large cities, the maximum weekly 
benefit for unemployment could purchase food, hous- 
ing and utilities for persons living alone. In half of this 
number of cities, the maximum was sufficient to cover 
such costs for families of two persons. However, 
families consisting of more than two persons would 
not be able to meet these essential costs if their sole 
income were confined to an unemployment compen- 
sation check. 

Although there is no evidence to suggest that the 
state legislatures based their unemployment benefit 
provisions on whether the payments would enable 
beneficiaries to maintain the health and efficiency of 
themselves and their families, the comparison of bene- 
fit payments with the cost of minimum necessities is 
inevitable. In other countries, the benefit is often 
determined by the cost of a fixed list of goods and 
services rather than by past wages. The obvious 
practical difficulties in such a procedure in this coun- 
try are (1) agreeing on just what items constitute 
basic minimum necessities, and (2) pricing these 
items in enough cities and towns to determine repre- 
sentative costs. 

For lack of any more appropriate list of goods and 
services, the Social Security Administration has 
chosen to assay maximum unemployment benefits 


Table 2: Employed and Unemployed Persons, by 
Sex and Age, 1940 and Year Ended June, 1948 


Source: Bureau of the Census 


Sex and Age 


Employed} Unem- Unem- 


ployed ployed 

Number in an average week.. 8,120 
Per cent of civilian labor force 14.6 
Percentage Distribution. ... 100.0 
eae cea tes PRI CONE 73.0 
Se a ee ee ee 24.7 
Cat 9 Re ee ae 37.3 

Db ONG OVEl..50 04 ose. oe 11.0 
Mem alee «cities the Ps 27.0 


against what it considers to be “nondeferrable expen- 
ditures” in the city worker’s family budget developed 
by the Bureau of Labor Statistics?; i.e., the expendi- 


1Should the consumers’ price index of the Bureau of Labor Statistics 
(1935-89 = 100) rise to 125 or more, the normal weekly benefit amount 
of each individual filing for benefits would be increased by 20%. 
Should the index fall to 98.5 or less, the normal weekly benefit amount 
would be reduced by 20%. 


*Joseph Schachter, “Unemployment Benefits, Wages, and Living 
Costs,” in the Social Security Bulletin for April, 1948, pp. 6-9. 


tures for food, housing and utilities. These account 
for approximately half the total budget.1 In prices 
as of June, 1947, this means about $30 a week for a 
family of four, $25 for a family of three, $20 for a 
family of two, and $14 for a one-person family. 

The family size of the average insurance beneficiary 
must be known before the adequacy of the benefit 
can be judged on this basis. Statistics from the five 
states which provide dependents’ allowances indicate 
that the majority of claimants had only themselves 
to support. Of the 87,000 unemployment insurance 
beneficiaries in these states in the last quarter of 
1947, more than three fourths did not have any de- 
pendents, 10% had one dependent, 7% two depend- 
ents, and 7% three or more dependents. The sex 
and age distribution of the unemployed also sug- 
gests that the persons most likely to have a family 
to support are in the minority; i.e., males aged twenty- 
five to fifty-four. (See Table 2.) 

All state maximums, therefore, were adequate ac- 
cording to the criterion of nondeferrable expenditures 
for the average unemployed worker. So far as workers 
with families are concerned, it is unlikely that the 
earnings of the unemployed were the only means of 
support. In 1946, the average urban family of two 
or more persons had 1.58 civilian earners.” 

Some light on whether benefits are generally ade- 
quate to carry the unemployed from one job to an- 
other today can be had by checking them against the 
local relief rolls. In June, 1948, fewer than one per 
cent of New York City families receiving unemploy- 
ment compensation were also in receipt of some type 
of public assistance payment.® 

Adequacy of unemployment benefits thus cannot 
be determined merely by measuring them against a 
list of arbitrary criteria. The economic situation pre- 
vailing at the moment is equally important. For on 
this depends the average duration of idleness, the age 
and family responsibilities of the unemployed worker, 
and the other resources which the worker is able to 
summon to his assistance. 


Miriam Civic 
Division of Business Economics 


1The city worker’s family budget applies to an employed father, 
a housewife and two children under fifteen, and was designed to 
represent the estimated dollar cost required to maintain this family 
“at a level of adequate living—to satisfy prevailing standards of what 
is necessary for health, efficiency, the nurture of children, and for 
participation in community activities.” It was priced in thirty-four 
large cities in March, 1946, and June, 1947. BLS estimates that the 
cost for families of one, two and three persons are 46%, 65%, and 
84%, respectively, of the cost for a family of four. 

2In 1946, there were 21,884 urban families of two or more persons, 
and 34,569 civilian earners in such families, (Census Bureau, “Income 
of the Nonfarm Population, 1946,” Series P-60, No. 3, June 8, 1948.) 

one includes old-age assistance, and aid to the blind and dependent 

ren. 
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Survey of Business Practices: 


August, 1948 


Problems of Industrial Remobilization 


TEEL allocation and mandatory order powers as 

embodied in the new Selective Service Act are 
criticized by a majority of executives participating 
in a survey of business practices as being unnecessary 
in peacetime. 

These executives believe that industry should take 
the problem on its own shoulders through voluntary 
action. One executive’s statement typifies this atti- 
tude: “We have no sympathy whatever in the effort of 
the government to revive controls in peacetime. There 
is no evidence as of this date of the necessity for any 
such government controls as might be necessary and 
permissible in the time of real emergency. Industry, 
if left alone, will voluntarily work out a system of 
allocation that can furnish the government such steel, 
other metals, and producer goods as they will need 
for defense purposes, ERP, and for the peacetime 
civilian economy. There lies immediately before 
American industry an opportunity for a statesman- 
like approach to the problem of voluntary allocation. 
The opportunity should be seized.” 

Some executives feel that “these controls would 
cause a further scramble for material. The nonessen- 
tial users would be out for all they could get, and 
they are usually the ones who can afford it.” Several 
feel that it would be difficult for the officials in Wash- 
ington to operate such controls fairly in view of their 
limited industrial experience. Others are of the opin- 
ion that “allocation controls merely get us into a 
state of federal dictatorship.” 


SOME SEE NEED NOW 


About 10% of the executives feel that these pro- 
visions will not create much of a problem since they 
will probably not be used, and they were glad to see 
that President Truman, in some of his recent state- 
ments, gave them some ground for this feeling. 

Approximately 13% reconcile themselves to the 
necessity of such controls, because they feel that 
these would insure accomplishment of the objectives 
of the present national defense program. “The first 
objective of our national defense program,” com- 
ments one executive, “appears to be the development 
and maintenance of a military establishment to im- 
plement our peacetime foreign policy and to be capa- 
ble of rapid expansion in time of war. The second 
objective is the maintenance of an industrial capacity 
capable of drastic and rapid expansion in the event 
of war. To insure the accomplishments of these ob- 


jectives, under present conditions of material short- 
ages and the nearly complete utilization of productive 
facilities for the manufacture of civilian goods, it 
seems essential that some provisions be provided to 
guarantee that the needs of the military establish- 
ment are satisfied. Unless, however, the defense pro- 
gram is increased more rapidly than is presently in- 
dicated, we do not feel that these provisions will have 
a burdensome impact on industry.” 

A few of these executives feel that controls are 
necessary “to assure a continuity of supply of raw ma- 
terials which small companies may have difficulty 
in obtaining.” Some others think the controls must 
be used “to lessen bottlenecks and the worsening of 
shortages.” A good many of these executives also 
agree that they must be judiciously handled to sus- 


EXECUTIVES TELL HOW TO REMOBILIZE 


1. Procurement functions of the armed services 
should be consolidated. 

2. Wherever possible, war material requirements 
should be set now and industries informed of their 
wartime roles; civilian production quotas, in the event 
of an emergency, should be established through the 
National Security Resources Board. 

3. Planning committees should be established within 
the larger industries to advise the government on the 
existing facilities of each industry, normal civilian re- 
quirements, and the additional facilities required for 
the objective. 

4. The selective service law should be revised to in- 
sure retention of key personnel in essential industries. 

5. The educational order system should be utilized 
now but with a minimum of disturbance to industry. 

6. The armed services should avoid the use of non- 
standard items wherever possible; design changes during 
production should be reduced to a minimum. 

7. The government should provide for government- 
guaranteed financing of new plants, tools and facilities. 

8. A uniform contract should be set up for war goods 
suppliers that will allow for reasonable profit after taxes. 

9. The government should stock-pile critical raw 
materials whenever it is practicable. 

10. Congress should overhaul the renegotiation 
machinery. 

11. Advantages of establishing new production lines in 
unused or new buildings should be examined in prefer- 
ence to plant conversion. 
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INDUSTRY VIEWS SUMMARIZED 


Steel. The majority of steel producers do not favor 
the mandatory orders and steel allocation provisions 
and do not feel that they will be used. Producers 
cannot handle defense work at present without curtail- 
ing civilian production. They do not generally favor 
renegotiation during wartime or peacetime. Most of 
them do not desire plant allocation to one branch of 
service. 


Electrical Machinery. Most of the executives feel 
that industry is more efficient when free from restrictive 
controls, but some think the mandatory orders and steel 
allocation provisions are necessary to get materials to 
smaller companies which might otherwise have diffi- 
culty in obtaining them. The majority can take on a 
certain amount of defense work if raw materials are 
made available. A great amount of defense work would 
result in shortage of labor supply and other bottlenecks. 
Renegotiation is almost unanimously opposed; in its 
place a proper tax structure is advocated. About 50% 
of the executives do not favor plant allocation to only 
one service branch. The other half feel that the system 
would work well enough to warrant its application. 


Hardware. Some feel that controls are necessary 
but should be dropped as soon as possible. Others do 
not favor controls at all. This industry could, in the 
main, handle defense work because of present slack in 
demand. However, a high proportion of defense work 
would entail bottlenecks. The majority do not condone 
renegotiation, and suggest a properly established tax 
system. Plant allocation to only one branch is not 
favored. The industry’s products are equally useful to 
all branches of the armed services. 

Machine Tools. The majority do not favor controls, 
as they tend toward federal control of the industry. 
Officials who would probably operate them are not 
familiar enough with the industry to be fair. A few 
would condone them if they were judiciously handled. 
The industry can take on some defense work at this 
time without running into difficulty. Renegotiation is 
generally disliked. Plant allocation is not favored. All 
branches of the military service use the industry’s 
products. 

Food. Most producers approve the use of govern- 
mental controls to assure adequate cooperation between 
government and industry. Almost all companies have 
no room for defense work at the present time. Rene- 
gotiation is unanimously disliked in peacetime and only 
reluctantly excused during wartime. As in several other 
industries, the allocation of plants to one branch of 
service is not desired because of the wide utility of the 
product. 

Paper. Controls are not considered desirable. Most 
of the industry is operating at capacity but a few com- 
panies can accept some defense work. Renegotiation 
is not popular in peacetime but is considered acceptable 
in wartime. Except for one or two companies, the in- 
dustry does not favor plant allocation. 
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tain maximum efficiency and cooperation between 
government and industry. 


EFFECT ON CIVILIAN OUTPUT 


Slightly more than half the executives indicate that 
they can take on defense work without curtailing 
regular production for the civilian market. About 
10% of these executives say that they can handle 
defense work without any difficulty since the lack of 
present demand allows sufficient capacity for it. How- 
ever, most of them state that the amount of defense 
work to be undertaken would depend on one or more 
factors. The most important would be an adequate 
supply of raw materials. “We could very definitely 
handle additional defense work at this time without 
curtailing our regular production,” says an executive, 
“because we find our backlog gradually disappearing; 
given the same quantity of raw materials, we could 
very easily take on some defense work.” 

Other executives state that any substantial amount 
of defense work would bring about bottlenecks of 
labor, capital, tools and plant space. Labor is indi- 
cated as being the most serious bottleneck. 

Slightly fewer than half the executives assert that 
it would be difficult to accept defense work without 
seriously curtailing civilian production. “We are now 
operating with a huge backlog of orders,” says one 
of them, “and although the factory is working at 
capacity, only limited headway is being made toward 
a reduction in the backlog. Acceptance of defense 
contracts would create serious bottlenecks of plant 
space and equipment and also of labor and materials.” 
A few point out that a scrap shortage makes it diffi- 
cult to accept defense work while others mention that 
civilian production is still insufficient to meet the 
present need. Still others “could not do defense work 
since it would require complete conversion, which 
would result in severe disruption of civilian produc- 
tion.” 

In general, production of defense materiel would 
entail serious bottlenecks in labor and capital. Tight 
labor markets in this country would impose limita- 
tions on any plant expansion necessary for the handl- 
ing of defense work. Capital available for the neces- 
sary plant expansion programs is insufficient in many 
companies, and some industrialists express the idea 
that the government should supply the necessary 
capital. Lack of scrap, certain raw materials, and 
machine tools could also cause important bottlenecks 
to occur. 


RENEGOTIATION IN PEACETIME? 


Approximately nine out of ten executives feel that 
renegotiation is definitely undesirable in peacetime. 
Only four out of ten oppose renegotiation of wartime 
contracts and the other six tend to qualify their en- 
dorsement. 
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The opponents of renegotiation in peacetime feel 
that it is impractical to expend great sums to establish 
a renegotiation staff and some of these executives 
are not in favor of placing so much power in the 
hands of an administrator. Many express the idea 
that renegotiation penalizes the person who cuts down 
his normal business in order to supply defense ma- 
terial. The law of supply and demand, say some of 
the executives, will give the government the best 
price. 


An Un-American Way 


Peacetime renegotiation might keep costs high and 
even provide an incentive to avoid accepting defense 
work contracts. These executives generally feel that 
a properly established tax structure would be the 
best restrictive measure against excessive profits. 
In fact, renegotiation “is contrary to the sound prin- 
ciple of American taxation as originally conceived,” 
declares an executive. “In peacetime, there is no 
reason for renegotiation of any kind. The government 
is allowed to purchase all material it can possibly 
want in peacetime under a system of competitive 
bidding that should give it the material at a fair 
price. The government has no right to expect a con- 
tractor to furnish material without profit merely 
because the material may be paid for by taxpayers or 
because he is furnishing his manufactured goods for 
the use of the whole country instead of some private 
individual. Such a practice of controlling allowable 
costs and final renegotiation of profit, if carried far 
enough in peacetime, will do away with the incentive 
under which industry produces with the greatest effi- 
ciency and the lowest possible price.” 

The 10% who condone peacetime renegotiation 
feel that it is necessary to alleviate public resentment 
toward possible profiteering, and that the device 
should be limited to noncompetitive and nonstandard 
products where it is difficult to make accurate cost 
quotations. 


RENEGOTIATION IN WARTIME 


Many of the executives opposing renegotiation dur- 
ing wartime express the same views as those who do 
not agree to it during peacetime. Generally, they 
feel that renegotiation is not necessary and that prop- 
erly established and equitable tax laws should be 
relied upon instead. Thus: 


“In wartime we advocate, on profits above a normal 
base, an excess-profits tax that applies equally to all 
standard products whether they be for civilian or for war 
purposes. If necessary to the financing of the war, this 
could go as high as 80% or 90%, but I believe that 
enough profit should remain so that manufacturers have 
a real incentive to watch their costs all along the line.” 


Experience points to an aggravating feature of re- 


negotiation. It is that World War II settlements were 
generally not reached until a long time after contracts 
had been completely fulfilled. Thus, contractors were 
without definite knowledge regarding earnings and 
income after the termination of the fiscal year. In- 
dustry does not feel it can operate efficiently in the 
face of such uncertainty. 

The operation of renegotiation clauses and the ex- 
cess-profits tax during the last war were oppressive 
to some industries that converted almost their entire 
plant space to defense work and in neglecting their 
regular business had to expend large sums for recon- 
version. These industries contend that what little 
war profit was left was soon dissipated by postwar 
construction and labor costs. 

Another reason cited for opposing wartime renego- 
tiation is that “the basic period for determination of 
normal profit did not fit all industry. There were 
too many changes in board personnel, and too much 
power was given the board.” Its operation is also 
said to have created a bureaucracy of people who 
could have been much more useful elsewhere. 


RENEGOTIATION SOMETIMES JUSTIFIED 


Although about six out of ten industrialists accept 
renegotiation in wartime, they do not like it but have 
reconciled themselves to the necessity of such a prac- . 
tice. The majority agree that it is justified on new 
projects where there are likely to be high fixed prices 
evolving out of the inability to make accurate cost 
estimates, and where there are likely to be constant 
engineering changes. Also, the speed of modern war 
necessitates the elimination of certain preliminary 
operations such as time studies and cost analyses, 
thus warranting the application of renegotiation. So, 


WHAT’S WRONG WITH RENEGOTIATION 


1. It makes war contracts unattractive and reduces 
the incentive to achieve minimum cost. 

2. It is unnecessary because the law of !supply and 
demand and the operations of competitive business will 
give the government the best price. 

3. It is unfair to ask industry to fill war orders for 
less than a reasonable profit. Postwar reconversion 
costs must be considered. 


4. It penalizes the producer who cuts down normal 
business to supply war material. 


5. The basic period for determination of normal prof- 
its in World War II did not fit all industries. 


6. It creates a bureaucracy of people who could be 
more useful elsewhere. 


7. Too much expense is involved in setting up the 
renegotiation staff. 


8. Too much power is placed in the hands of the 
administrator. 
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“in wartime, a certain amount of renegotiation may 
be justified in order to start production at an earlier 
date. The circumstances which call for it are those 
where the seller has insufficient information or cost 
experience with an item to permit close pricing in 
his bid. Renegotiation should be employed as a means 
to expedite production and not primarily as a weapon 
or tool to limit or control profits by ex post facto de- 
termination.” 

Acceptance of renegotiation is frequently qualified 
by the statement that its operation should allow a 
fair return after taxes and that procedures should be 
equitable, well thought out, and rigidly controlled. 
It should mean drastic action all along the line, which, 
according to one executive, should include “effective 
and universal control of (1) productive facilities of 
industry, agriculture and commerce including trans- 
portation; (2) definite limitation on profits to take 
all excess profits out of war, for both war and civilian 
industry; and (3) definite limitation and freezing of 
wages, salaries and income of all segments of the pop- 
ulation.” 


ALLOCATION OF FACILITIES 


More than 65% of the industrialists do not favor 
allocation of their plants to a single branch of the 
armed services. Many industries in this percentage 
group have been designated as multiservice suppliers 
while many are not yet sure of their status. 

Several industries are subcontractors and would 
not be allocated to a specific service branch. The 
subcontractors supply the prime contractors with 
material and where that material goes depends on how 
the prime contractor is allocated. 

Industries that make and process products of great 
use to all military service branches such as industrial 
machinery, electrical machinery, steel, textiles, and 
food tend generally to dislike allocation. If the 
needs of one branch did not entail the complete 
utilization of one plant’s facilities, there could result 


a famine of work preventing useful service to another 
branch. As one executive points out: “Allocation 
of our plant to one branch of the national military 
service is not practical, because we supply such a 
varied line of tools and parts, some on direct govern- 
ment business, but largely as a subcontractor to units 
that are supplying all branches of the national mili- 
tary service.” 

Another emphasizes that “each plant must be uti- 
lized for national defense for whatever purpose it is 
best suited, regardless of the requirements in any 
specific branch of the service.” 

But the procurement functions of the various 
armed services could be consolidated, thus avoiding 
“the costly, cumbersome, and man-power wasting 
feature of the old way. Then, we had inspectors, 
expediters, and what not, from all three branches of 
the service cluttering up factories all the time, get- 
ting in each other’s way, and wasting the taxpayers’ 
money.” 

Industry generally feels that it should have the 
opportunity to bid on different articles regardless of 
the source of the order. “Bids could then be more 
competitive, since contractors would have more free- 
dom of action and the government branches a better 
chance to choose contractors.” 

Of the 35% who would prefer their plants to be 
allocated to one branch of the service, about one 
third provide a reason. The majority of these think 
the administrative difficulties developing from over- 
lapping types of record keeping, inspection processes, 
etc., would be alleviated. Some industrialists prefer 
plant allocation as it eliminates the conflict of several 
different agencies trying to absorb the entire pro- 
duction. Sometimes a clash occurs when one branch 
feels that preference is being given to another. 


JaMes F. Fogarty, Jr. 
Henry E. Hansen 
Division of Business Practices 


Business Book Shelf 


Statistics of Income for 1943, Part 2—This annual com- 
pilation of statistics by the Bureau of Internal Revenue 
from corporate tax returns was only transmitted in March 
of this year to the Secretary of the Treasury. United States 
Printing Office, Washington, D. C., 1948. Price $1.00. 


Twentieth Century Petroleum Statistics, 1948—The 
fourth edition of the long-term statistical compendium of 
domestic and foreign data on the petroleum industry, 
initiated in the office of Naval Petroleum and Oil Shale 
Reserves, Navy Department, in 1945, contains sixty-three 
tables and charts compiled by a former lieutenant com- 
mander, U.S.N., now petroleum economist associated with 


DeGolyer and MacNaughton. By Robert J. Bradley. 
DeGolyer and MacNaughton, Dallas, Texas. $4.50. 


Finding and Controlling the Break-even Point—How 
to make break-even point analysis more effective by check- 
ing actual changes in price levels, fixed costs and variable 
costs against those expected. By Nicholas St. Peter, N.A.C.A. 
Bulletin, June 1, 1948. 

Incidence of the Corporation Income Tax: Capital 
Structure and Turnover Rates—Shifting of the corporate 
income tax depends upon (1) the rate of the tax; (2) the 
capital structure of the corporation; (3) the rate of asset 
turnover. By Carl Shoup, National Tax Journal, March, 
1948. 
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Dollars for Rearmament 


ASH receipts of the Federal Government were 
approximately $9 billion greater than cash pay- 
ments in the fiscal year ended on June 30. In the first 
half of 1948, the government received $7.6 billion 
more than it paid out. Estimates for the second half 
of 1948 indicate a close balance between receipts and 
payments, with the cash surplus dropping to $600 mil- 
lion. (See Table 1.) For the fiscal year ending June 
30, 1949, the President has estimated the excess of 
cash receipts over payments at $1.4 billion, which 
compares with $9.0 billion in the fiscal year 1948. 
Tax reduction, higher military outlays, and foreign 
aid account for this drop in surplus." 


AIR FORCE 


A total of $2, 941,911,000 was made available to the 
Air Force for the fiscal year 1949. Included are $896,- 
811,000 for direct operating expenses and $2,045,100,- 
000 in cash and authorizations for aircraft and re- 
lated procurement as provided in the 1948 Supple- 
mental National Defense Appropriation Act. The Air 
Force itself contemplates cash outlays of about $1.5 
billion in the current fiscal year. 

The budget for the fiscal year 1949 will permit the 
inception of a seventy-group air force. Operating 
funds, however, provide for fifty-five groups at the 
beginning of the fiscal year, and an increase to sixty- 
six groups by June 30, 1949. 

This year, the Air Force will have an average of 
416,084 men. It will have 444,500 men by the end of 
the fiscal year, according to present plans. The Air 
Force receives pay, clothing, housing, hospitalization, 
and other items from Army appropriations. 


1The effect of tax reduction upon federal revenues was pointed out 
in the April issue of The Business Record. The magnitude of our 
foreign aid program is discussed in “Financing the Export Sur- 
plus,” beginning on p. 306. 


Table 1: Federal Cash Receipts from, and Cash 
Payments to, the Public 


Source: Mid-year Economic Report of the President 
Billions of Dollars 


aan Surplus (+) 
Receipts Cash ES 
Calendar Years Payments os 
once retaiptah 
TOR, 5 iit: «cnet twit eanla Malia 5 eet 45.5 45.3 +0.2 
LORY sors c cus ecaeunss ss anmuidanvis nec» 46.9 41.1 +5.7 
Annual rates, seasonally adjusted: 
1948-First halfp................ 50.2 37.6 +12.6 
Second halfe.............. 44.7 40.8 +3.9 
Totals for half years, not adjusted 
for seasonal 
1948-First halfp................ 27.2 19.6 | +7.6 
Second /halfai.¥. danetiin f:. 20.3 19.7 +.6 
eEstimate pPreliminary 


The direct Air Force appropriation for general ex- 
penses totaled $889,486,000—a decrease of $20 mil- 
lion from the budget estimate. The breakdown of 
the original estimate by projects gives an indication 
of the intended application of the operating Air Force 
funds, although they are subject to a slight revision 
because of the Congressional reduction. (See Table 3.) 


NAVY 


Naval expenditures in the fiscal year 1949 are now 
estimated at $4.5 billion—220 million over the previ- 
ous year’s total. Increased cash outlays for aircraft 
and other expanding programs will not begin to be 
fully reflected until the fiscal years 1950 and 1951. 

Congress granted the Navy Department $4,817 
million in new cash and authorizations for the fiscal 
year 1949. Of this amount, $4,115 million is in cash, 


Table 2: Appropriations, National Military 
Establishment—Military Functions 
Fiscal Year 1949 


Source: Public Law 766, Eightieth Congress 
Millions of Dollars 


Military Activities Total 
Secretary! of Defense: . 20s ae. Pea. . oa eee 6.8 
National Security, Councils) cts, + sep «2 ct eotents am te bole 2 
National Security Resources Hoard. pec tec ak oe 3.0 
Department of the Air Forcesy 7. Ji .2 Se ves onesies ole 896.8 
Office of the Secretary of the Army.................... 82.9 
General Staff Corps: mca h en uaa act ans: eave tetaeoe 10.0 
Finance Department 
BRay.of the Army. cn... dete: «neat oma ten sh 2,314.3 
‘Travel of the Army:n:i 200. <-cne net dents. e ae en 145.0 
Otherlas.0. 26d s.ciack So PSU IRON «2 ce rate. ote as 118.3 
Total, Finance Department..................0+0.- 2,577.6 


Quartermaster Corps 


Welfare of enlisted men. 12512), 2.0% cis wies.s 0 ete ers cree aie 8.3 
Subsistence of the Army vijsc0% sc cnuostes opie saceten's 500.0 
Regular supplies of the Army.................-..-+- 100.0 
Clothing'and lequipage. oii 0c. bes cance .seeweeeneen 210.0 
Incidental expenses of Army..............eseceecees 113.0 
Total, Quartermaster Corps.........05 0560+ «<0 se <s 931.3 
Transportation Corps. ...ieepith: “nae dee ti eeaeneo tide 412.0 
Signal Corps, Signal § Service of the Army............... 153.0 
Medical Department, -ax5 tcenieneassy 2-2: sae se nen: 15.1 
Corps of Engineers 9.0% tare eee hen tee eee 429.0 
Miltary construction,“Army..: 2. 2hag one oa + eben 76.0 
Ordnance Departmient,..5 <5), eiitira <a: ckreln ots preontturaitinis cere 610.0 
Chemical ‘Corian ie tc arte crew nine sia ee es eee 26.0 
Army Ground orees? i147. citidoinitcag. celine ont 4.4 
United States Military Academy................0.0505 1.5 
National Gubrdiah aridandiy seiaateas ids anne nian, 290.0 
Organized Reserven. ceo <n annpissenin. saxon tos as see e cee 125.0 
Reserve Officers’ Training Corps.................+.05 21.2 
Other. uccss eee Lak Userbar eats eae. 17.5 
Totaliic ca sgoe. tei 8. At. Sees OED PE 6,705.4 


MIncludes retired pay, Army. 
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Table 3: Air Force, Summary of Projects, Fiscal Year 1949 
Source: Department of the Air Force 


Millions of Dollars 
Budget Less: Revised 
Kotla: Lome 1949, Amount in Budget 
ivity +5 Co Supple- | Fiscal Year| Estimate 
Fiscal, car | mental 1948, Sup- | Fiscal Year 
1949 plemental 1949 
Enecurement and prodtictiony..«...a-%a saline os yotdieess ceed 835.1 MWOSe Uy meee. 
Procurement of airplanes, complete....................55. 767.0 00° Ost acne 
Procurement of air-borne and ground communication equipment Sb. 5p) <2 vie S526 I) wee 
Bete eh Aico cacteetst. AME Peiciaie ce onerss oes gals velahs = S26) 2 32a SS. 60h aacen. 
Operating (including maintenance and deepal) eRe, sors 499.7 5.0 700.5 
Maintenance material for aircraft. . Bess Majestic 16.00/87. Oalte..c.6 103.0 
PCUMINOIU TOP AINCTALE ye vice ta ne yee encocine cease sere ge ASIN8 ls eBaO | sc. 155.8 
Salaries, operation of depots, stations and organizations... .. 280.5 | 45.0] ..... 325.5 
eters nL esr A eee’. shee aio Ws potawee ee ee le 71.4 5.0 116.2 
Menten ANC CANIN: isjcactaists scion ce ees och eee ass CC Ue a oat Oi uh ME i Bp 6.0 
esearchinnid developments: . ac65 «2/26 +s s<.a40/a2 ae crase ace owe T4500 = 808001 eee 225.0 
Research and development, aeronautical................... LOS: ely P4820) 0, wee 149.4 
UG nie ernie needs ee pen er RR Pere Ep oy Pet Rete ial | Mey a ee 75.6 
BGR MEO DAL PERLATINIS terete 6, Suc. to" «se eavcvarea Secor rromeomete eee 1,484.8 773.1 931.5 
Reimbursements for services performed.................. ROD N Pacscce.” W cesicts > 22.5 
CL QED CA TE ee Bt Ee ne ee ep 2 a 1,462.3 773.1 909.0 
Plus: 
‘Transfers to other agencies. .......-.....-.002eceeeneeees Lh a ea ae Se 5 
Cash to liquidate previous contract authority.............. 2EOLO+N) aes es 2502 Oita eens 
CE" 2 Gc ei AA ee rr) a ee eR 1,712.8 1,023.1 909.5 
Less: 
Bontrart Authorization es. kycsicie,s,*\agresieee soe vieehtre eos 8 —550.0] ..... -550.0 | ..... 
Net estimate of appropriation........................0005 1,162.8 473.1 909.5 


4$67 million transferred from “‘procurement of airplanes, complete” to “‘maintenance material for aircraft.” 


Table 4: Federal Cash Payments, by Function, Calendar Years 1947 and 1948 
Source: Mid-year Economic Report of the President 
Billions of Dollars 


1948 
Annual Rates 
1947 Seasonally Adjusted 


Actual 


Payment 


al 

e 

e. 
5 


January- 
June p 


Budget accounts 
BRRLOTIAL COLONIE Atta S. -sb acetate oS ims acs via calor eags Siw G eGo Bowie 
International RATAIIG AM MANA CO ae os myeioia oie ys «grees See - tas ye «clea = 
Wererans, services.and benefits)s... <a. s<0secscaes evs p ees itees dees 
Saerest on the public debts v1... es. eee eck ce ees a anins 
PATS TOR TECeIDLs. Golo nif che cone goes Sic goeeeeels BY See es 
CUSLES STS St Aa Ba clies one fA ee ar ee ne ae ae ae 
SP mea EPEAT Coho, Tite Pe Otbrny.) ened ah os wie «winks apolar. pace ode «ahead. 
MRP ENOCSCADINGAEION LNG. fs .c.. oe. <ivin cae So Ce AS, ua.s'n ele eevee ia aaa: 
Deduction from federal employees’ salaries for retirement............... 
Clearing account for outstanding checks and telegraphic reports......... 
Adjustment to daily Treasury statement basis.....................-- 
Bierman pavinents 60 the DUDE. o'ci. wich oles w aluls oF bcieie's ste ots a ckeatem 


Addendum (included in above) 
Total payments relating to international affairs and finance: 
era Reet AOMTES IM cng no cor Piairie nie elaale wh aaricinga vie A ain aero 
Foreign Economic Cooperation Trust Fund....................... 
(Merrarge Stabilisation Punds....00..eetes- Cros cee eres weds toads 


1 


COaAwwarc 
mtr 60 CO EN ih) 
a twwawre 


ao 


| HHO CO WADW 


m1] CO WWD WADAHO 


z 
~ 


> 
_ 
iss) 
= 
a 


: 
+ © 


1Redemption of notes by International Monetary Fund of bIncludes ts fi Foreign Eco: Cooperati 
portion of United States subscription made from Exchange Trost Fund, penta «ahaha ire ae — 
Fund. imin 
aExcludes payments of Foreign Economic Trust Fund, see conimete 
addendum. 


and $908 million in new 
contract authority. The 
Supplemental National De- 
fense Appropriation Act 
for 1948, which provided 
for a seventy-group Air 
Force, granted the Navy 
$315 million in cash and 
$588 million in new con- 
tract authorizations for 
aircraft. The naval appro- 
priations for 1949 are 
shown in Table 5. 

In addition to the 1949 
appropriations, carry-over 
funds from prior-year ap- 
propriations total approxi- 
mately $2.1 billion. These 
carry-over funds will be 
expended to liquidate pre- 
vious obligations, although 
they will not necessarily 
be fully expended during 
1949. 

Cash expenditures of the 
Navy Department are ex- 
pected to exceed appropri- 
ations by approximately 
$700 million during the fis- 
cal year. The Navy is also 
consuming a large amount 
of wartime inventory. This 
is estimated at $1,028 mil- 
lion for 1949. The re- 
placement of this inven- 
tory with modern equip- 
ment at current prices 
would cost approximately 
$1,750 million. 

The actual cost of the 
Navy is much greater than 
the cash appropriations. 
The difference is made up 
by carry-over money from 
prior years’ appropriations 
and by surplus inventory. 
According to the Senate 
Appropriations Committee, 
“a substantial part (prob- 
ably as much as $1.75 bil- 
lion) of the Navy’s cur- 
rent program is being met 
by utilization of inventory 
—war reserves and current 
working-stock items such 
as aircraft from storage 
and material from the 
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Table 5: Navy Appropriation Acts, Fiscal Year 1949 appropriation purchase 
Sources: Navy Department; Office of Budget and Reports aAceounts ship-material 
In Millions of Dollars account, medical-stores ac- 
count, and marine stores— 
“esta oF. ua Serene Net Cash | New | Total New in excess of purchases. This 
ublic Law i Ac’ . , New tr igation ; is ] £ 
Number ae ot oe tees i seats Aathority. Authonlly use of inventory 1S Impor 
Authority tant because if the Navy 
547 Supplemental National Defense Appro- is thus meeting current 
priationt Act, W948 355. anys caneio rete - 315 150 165 588a 753 needs from war reserves 

753 Department of the Navy Appropria- . 
HoH Act TOKO. ee eee 3,749 56 | 3,698 a7ob | 3,963 2nd normal working stocks 
785 Second Deficiency Appropriation Act, that are reaching the point 
LOSS. .<. seers Moowercte case ae SARCE renee 51 ae 51 50c 101 of exhaustion, the inevita- 
4 AO) See RE PIS 6 ac cy tvs See 4,415 206 3,909 908 4,817 ble result (all other factors 

aAircraft bShipbuilding cPublic works 


Table 6: Federal Cash Payments by Type of Recipient, Calendar Years 
1947 and 1948 


Source: Mid-year Economic Report of the President 
Billions of Dollars 


1948 
Annual Rates 
Seasonally Adjusted 


Payment 


1947 
January- July- 
Junep | December ¢ 
Individuals 
Salaries and wages of federal personnel 
Military (excluding terminal-leave pay to enlisted personnel)......... mal 3.0 3.3 
Civilian! coeds fe te ee a Gag ee ee 4.6 4.3 4.6 
Allowances to dependents of military personnel...................-. 3 23 3 
Readjustment benefits, pensions, and other payment to veterans?..... 1.3 6.2 5.9 
Social insurance beneficiaries: $.; (2 «<0 s'on s  cem nemere pe ns eecr i: ) 1.8 2.0 
Loans. to: homeéeownets®s sae... one ep ae 6 ee eee ee —.2 -.1 -.1 
Interest’ on, the fedéral, debt..c. 7, asus aeolian eee ee wid 8 1.0 9 
Refunds of taxestinee: Wier reno. paint toleak Gdns eames vaanegss 1.6 Dat! Ou 
Other’ c.,c06, acide std Slag My daw «Gee Aa MO eee es 4 Let ath 
Rotalls. 2.d.8c8 tae RGemad  htiak, yeh Bien als ae rn ee eee 19.7 19.3 19.1 
Business 
Payments for purchases of goods and services...............-...00005 8.8 10.6 13.34 
Subsidies and other payments to farmers................000eeeeeueee 8 2 ui 
Loans and. inyestments®.;-caewtinse te eels nn Ser ioeldn carts arin rill b b 
Intierest'on the-federall debt. ’o:, co: «crus ee: Get gl te tale acu a ee 2.9 2.9 2.9 
Retinds of taxes’ eto. b eee ee et eee toe ie ee ince maar pee eh 1.0 By aa 
Subsidy ‘arising from: postalideficit’.. 0) oa cades scoWanne couies wen. - 2 6 
Home mortgage purchases from financial institutions................. Al jal 4 
War-damage insurance claims and participants’ profit................ b — osty3 
“10S re nee a ee ORR ere oe Ce Se ee SES ean Bee 13.9 14.7 18.5 
International 
Loans touforetpn. povernmenta 6 s..-cc 6 ys ve ctae tte as Aon ois aor ania 3.6 1.0 8 
Subscription to the international monetary fund and bank............ 1.8 6 6 
Membership in other international organizations and unilateral cash 
transfers: cyscren ceeds. £0. cas ete cre Me eee re nil ali 4300 
otal cacpcee. «signi ile. ccttinairtatti 3s shexe 617 aes gia a lms riage teas vee ener 5.5 1.8 1.6 
State and local governments and public agencies 
Grants-In-aid cscs coe sore crane at cis oe aes eee uae 1.6 2.0 
Interest’ onthe federalMdeb tie crs os v-asps avi ctv dere en woven ay Fakes ave e! gl ; 
Loans sires} cegerac thera ies valet tance hea ie acs ee Be ee ee b b b 
Totalives Gib alike Stansell, Seis ame Os Mea enant rosy 1.8 1.8 2.2 
Clearing account for outstanding checks and telegraphic reports.......... ie a -.6 
Total federal cash payments to the public..................... 41.1 37.6 40.8 


service life insurance. 


1Excludes payroll deductions for federal employees’ retire- ‘ ; 
Includes a smal] amount for subsidies to business. 


ment benefits and Post Office wages and salaries. 


2Also includes cash terminal-leave pay to enlisted personnel, 
cashing of terminal-leave bonds, mustering-out pay, and pay- 
ment of government and national service life insurance benefits 
to veterans’ beneficiaries. 

Repayments exceed loans. 5 

‘Refunds to individuals include refunds to unincorporated 
business. 

‘Consists of cash trust account payments other than pay- 
ment of social insurance benefits and government and national 


7In cash payments to the public the Post Office is included on 
a net basis, The whole deficit is shown here as a subsidy and 
included in the business category since the deficit arises prim- 
ts because of the subsidy to mail other than first class. 

alncludes payments of Foreign Economic Cooperation Trust 
Fund for goods and services of $2.5 billion. 

bLess than $50 million. 

eEstimated 

pPreliminary 


being equal) will be a fore- 
ing of substantially in- 
creased appropriations in 
the future to support the 
present size and scope of 
naval operations.” 

In order to maintain the 
strength planned for 1949, 
the Navy Department has 
indicated that expendi- 
tures may reach $6.5 bil- 
lion in the fiscal years 1950 
and 1951.1 These estimates 
are shown in Table 7. The 
1949 data are based upon 
the Navy Department ap- 
propriation request to the 
Senate, which was reduced 
approximately $100 mil- 
lion by Congress. This re- 
duction would - slightly 
change the figures shown. 


ARMY 


The total appropriation 
under the National Mili- 
tary Appropriation Act 
for 1949 amounts to $6,- 
705,418,163. Of this total. 
the Air Force received 
$896,811,000 (see page 
318) . The Army appropria- 
tions for the fiscal year 
1949, broken down by de- 
partments, is shown in 
Table 2. For the subsist- 
ence of the Army (includ- 


1For the naval aircraft program 
alone, 3,300 aircraft will have to 
be provided each fiscal year to 
maintain the authorized level of 
14,500. The costs of this program 
will reach $1 billion annually by 
1952, compared with an estimated 
$430 million in 1949. 
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ing Air Force personnel), Congress appropriated $500 
million; for regular supplies, $100 million; and for 
clothing and equipage, $210 million. 

The Army appropriations were based on a planned 
strength of 790,000 by July 1, 1949, broken down as 
follows: 


Overseas 
DOM atea a RS Oe) eee 113,000 
SERUICGH At. ize researc ee. etl L.! 159,000 
BBO Taio VeTseas ie caine tisch. wicca se 272,000 
Zone of interior 
Moabilesstriking foree si .1.fve.ccneskis Ghavabb % 192,000a 
CPOE RS, EN IS Soe ee 276,000 
PHOROPETAtIIE..cos ee. etges Dae he See 50,000 
otalizone OF INteniOny..7a) eae cek «eee 518,000 
BEODABIA TIC VRE ARN 150 ee NE sto. gnites 790,000 


a-Including antiaircraft artillery 


The pay of military personnel bulks as the largest 


Table 7: Summary of Naval Requirements, Fiscal Years 1948 through 1951 


Source: Department of the Navy 
Millions of Dollars 


expenditure item for the Army. It is followed in turn 
by subsistence, barracks and quarters, and clothing 
and equipage. The breakdown of various Army costs 
are shown in Table 8, which presents the estimated 
costs of training and maintaining 110,000 eighteen- 
year-olds for one year as authorized by the Selective 
Service Act. 


OVER-ALL PICTURE 


Increased expenditures for foreign aid as well as 
rearmament are expected to raise federal cash pay- 
ments to an annual rate (seasonally adjusted) of 
$40.8 billion during the second half of 1948. This 
would be approximately 9% higher than in the first 
half of the year. Cash receipts are estimated at $20.3 
billion in the latter part of the year, as compared with 
$27.2 billion during the first six months. This means 
a decline in cash receipts 
from $50.2 billion to $44.7 
billion in the seasonally 
adjusted annual rate, a de- 


1948 
Item Appro- 
priations 
I. Current maintenance and operating cash................| 3,358 

PAATeNE Ve GYSONNGI wc. Mas soths hds Sebel onjsumatiey nical oo 1,545 

Maintenance and operation, fleet and aircraft.......... 430 

Maintenance and operation, shore establishment....... 543 

Maintenance and operation, supply system............ 174 

Reece hemos tye, Makita, tht ined. con, naghie 42 

PRECCIODINCU aig Bare ot ae waste fede ius, ipsa yee iden! mouaict>. skokees 195 

PPATELIMCTINPLOVEMEHE cur wurs soc ssa ate ake « on vedic de 90 

Mobilization and war readiness: 

Reserve training and instruction.................... 136 
SO RE ce Eo OEY. Le ied. om. 2 68 
DOHC MEMES cece laia 5 Ae she SET OME + Meee 135 
II. New construction: 

A. Cash for new program (new obligating authority)... 299 
Planes....... ETON Hr ORETA Oe ERT TIO ae 249 
Chere Ferd Seay eh ee Sa oS 50 

B. Cash to liquidate old program (no new obligating 

BYICHONILY) fb cad. atnem vl. yA ae. ea We 7 150 
LET Ca ey Se Se RESe ee ee a ee ee ee 150 
RI CHOLEEn a Retina SAS cee. ec et REO, cos |) ke as 

C. Total cash for construction (II A plus II B)........ 449 
Pres Nh Hc eens es Ree ek ees hes 399 
SbipSsiee .gnsaer be cor. Searee mae: acs Seely Ge SeeRw lle 
(CGI ES ages et og A ee 50 

Pee inew contractsnthorityasmisici.<ragis aft nrceie'v wars cae 1,171 
LEIS ana Sto Sa ea Gees taper aa 836 
SSS ta A ee setae eee ea oe Me sk ee 122 
Ri Her ek SEO TEe ciate oee a. ee ke RRS 213 

E. Authority for new program (II A plus II D)........ 1,470 
ELVES Ee | eR Se eee eee 1,085 
OTP IE gage Beene. Regoe eee eee eee eer 122 
RMNIHATIGE ALIS faug? 5024 Tee ate to sates Tas, « oe ocee 143 
ReDuC WOLkGM I: gate. drs. Reels. See 120 

Ill. Grand totals 
ep ebcashe(L plus LU C)s woe, Bs TRE, See 3,807 
Less cash to liquidate prior contract authority (II B)... 150 
Cash for new program (I plus II A)................. 3,657 
New contract authority (IID)... 0.0. s.ce0 nese sce Roce gl 
Total new program (obligating authority)............] 4,828 


Note: The estimate in the table is made up of day-to-day maintenance and operating costs for the stabilized naval establishment 


plus appropriations to continue the shipbuil ne and conversion program at annual rate of approximately $300 million, the public 
ishments) at about $200 million, and the aircraft-procurement program at the rate 


works program (construction at all shore estab 
recommended by the Congressional Air Policy Committee. 


cline owing primarily to 


Estimate Based on Fs 
tax reduction. 


1949 Continuing at 1949 Levels 


Request : F 
ee Eon as The revised estimates of 
ERE ry TaN Ra the President now place 
ee 1650 1650 cash receipts from the pub- 
626 125 725 lic at $44,118 million for 
am be oat the fiscal year 1949. Cash 
43 43 43 payments are estimated at 
221 or 230 $42,744 million, giving an 
ie BS excess of receipts amount- 
169 AG 175 ing to $1,374 million. The 
aid +n ia excess during the fiscal 
year 1948 totaled $8,953 
28 593 518 million. 
ne a 425 Congress has approved 
a a approximately $14.4 bil- 
56 735 1,620 lion in appropriations and 
Mars: a 1,200 contract authorizations for 
56 +553 wie defense during the fiscal 
mits 993 Cees year 1949. However, the 
57 110 210 annual rate of defense 
oe Ph: a payments in the second 
ee: 1,500 1,585 half of 1948 is expected to 
182 200 200 rise only about $800 mil- 
113 230 225 lion—from a rate of $10.9 
328 |) ee |. 2528 billion in the first half to 
190 210 210 $11.7 billion in the second 
90 163 103 alf. (See Tab 
a Bo be h (See Table 4.) Most 
1The extent of these increases 
and their impact upon the economy 
eo tee face particularly in light of the reduc- 
3,840 4,628 4.598 tion in taxes are analyzed at length 


in the report of the Council of 
Economic Advisers, “The Economie 
Situation at Mid-year 1948,” from 
which many of the facts and 
estimates in the following para- 
graphs are taken. 


295 1,930 2,010 
6,558 6,533 
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of the cash outlays needed for the increased defense 
program will be made in subsequent years. For the 
fiscal year 1949, defense payments are estimated at 
$12,334 million. 

The total appropriations and authorizations ap- 
proved for the fiscal year 1949 are about $3.5 billion 
higher than the amounts recommended by the Presi- 
dent in January. In addition to expanding the air- 
craft programs and augmenting the personnel strength 
of the services, Congress provided increased amounts 
for stock-piling strategic materials. The stock-piling 
outlays for the fiscal year 1949 are estimated at $300 
million. 

The President has revised his budget estimate for 
national defense expenditures upwards to $12,140 mil- 
lion for the fiscal year 1949, an increase of $1,115 mil- 
lion over the January estimate. The breakdown of 
the defense outlays for 1949 is as follows: 


(In millions of dollars) 
National Military Establishment 


Pay and maintenance of military personnel....... $4,765 
Aircraft sprocumement afeist stare cicie.oine sie neice ole eget 1,312 
Ship. constructionee ted. dupe --vetvnd Nes escent 480 
Pirblic Works) jcc tiassarete ons sole eee sete eer Q47 
Other, .licr.ccis. «, was Seceohelo evadetatintons oa ere As ott ai eran 4,876 
Stock=piling sac. « odeis Sees eee PEGE Meee 300 
Other Payee s vb tce dew ste soe plas atten nels pete te 159 
Totalenational defense... ....0is sack eateseces $12,140 


The effects of these programs on the economy can- 
not be precisely gauged, but their impact, according 


Table 8: Estimated Cost of Year’s Training of 
110,000 Enlistees 


Source: Department of the Army 


Hens of Dollaw | ‘Petal 

Pay of thevArmyss) ..acndac0 sree ote «ce ane de 20.5 
Travel.for the Army j.....2h5 ccehiae-s sceltee 8 
WEMAY 7 iin hacen tiamnbatina nee al 
BuUbAIStENCO 145. cra iene nee v 1k Se ow 14.0 
Regular suppiliest, 1: cote cee aes «cae cate fe 5.8 
Clothing and equipage 18.1 
Incidental expensess ce). <4 G2 <3. ss'e ch dope 2.6 
Transportations i.00.cme seer bats 69 siuasas 8.0 
Signal service:c.0. sbud tee li cules <2 «eee 4.0 
Medicine and hospital................+.e00: 1.6 
Engineer Services. ccc Gee sa cies ne ce aic catatn oie 3.8 
Barracks and quarters.................-.+-- 18.5 
Ordnance: o:0)scles cist esters orpicle vind « coe sheer aee 10.8 
hemes isis «awe reysptoneiasane > cee 1.8 
Departaiental, 175. U.cie. ate oes onc tee 2 

Total: £54 Seas .c tae cas aaae oe cee omen 100.0 

1Welfare of enlisted men. 


to the Council of Economic Advisers, will be substan- 
tial for two main reasons. The first is that the com- 
mitments involved represent a rising trend. The pro- 
gram now under way contemplates an increasing rate 
of outlays over the next three years. 

The second reason given by the council for the sub- 


stantial impact of the defense program upon the do- 
mestic economy is that there is now little slack in the 
use of our productive capacity. Particular industries 
of great importance to the defense program are al- 
ready severely overburdened, and particular materials 
are in short supply. 

Foreign aid and defense requirements will increase 
federal cash payments to business in the second half 
of this year. Total federal payments to business for 
purchases of goods and services which totaled $8.8 
billion in 1947 are estimated at an annual rate, season- 
ally adjusted, of $13.3 billion for July-December. (See 
Table 8.) 

Brernarp Moss 
Division of Business Economics 
1[bid., p. 39. 


Economic Notes 
Where Equality Rules 


“There may be countries where there is less inequality of 
money incomes—even after tax—than there is in Great 
Britain. But it is safe to say that there is none where 
there is less inequality in the real conditions of life. There’ 
is probably no country in the world today—certainly not 
Russia—where the food or the clothes that the rich can 
buy differ so little from the food or the clothes that the 
poor can buy as they do in Great Britain. There is no 
country where all the restrictions of a wartime economy 
have been administered with such fairness between income 
groups as here.”—The Economist, London, June 5, 1948. 


You Don’t Need a College Education 


“We also now firmly believe that the time has come to 
break the bad practice developed in 1946 and 1947 of giv- 
ing wage increases in flat cents per hour. We judge, from 
what you indicated on June 8, that you have now come 
to recognize what we advanced so strongly in our 1946 and 
1947 bargaining sessions, which was that increases in flat 
cents per hour result in a shrinking of the differential be- 
tween the highly skilled and the unskilled. This practice of 
flat increases, devised and pushed by the CIO and followed 
by you, has heretofore been represented by you as being in 
accordance with the wishes of those with the upper skills 
who were willing for their interests to be subordinated to 
increasing more greatly the pay of those with lower skills. 
We agree now—as we have pointed out right along—that 
this policy has been wrong and that it is time for a start 
to be made towards remedying the situation that has re- 
sulted.”—Tezxt of General Electric’s wage offer to United 
Electrical, Radio and Machine Workers of America (CIO), 
as contained in a letter from G. H. Pfeif, manager of Gen- 
eral Electric’s Employee Relations Division to Joseph Der- 
mody, International Representative of UE-CIO. 
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Remobilization 
Developments 


Uniform Cost Principles 


In contrast with World War IT when the individual 
services each had its own rules for determining what 
costs were allowable on war contracts, the armed 
services are getting ready to release uniform contract 
cost principles. They will apply to procurement con- 
tracts let by all three branches of the National Mili- 
tary Establishment. Authority for this step toward 
uniform procedures was provided by the Armed Serv- 
ices Procurement Act of 1947 (Public Law 413, 
Eightieth Congress) and the specific principles 
adopted will implement the basic policy established 
by this law. 

The preliminary statement of cost principles, which 
has been released for criticism by industry, classifies 
costs according to those that are allowable, those 
which are unallowable, and those which may or may 
not be allowed depending on their applicability in a 
particular situation. 

Some of the items listed as “inadmissable costs” 
include: 


1. Maintenance and depreciation of excess facilities 
other than reasonable stand-by facilities; 

2. Contingency reserves; 

3. Foreign sales departments and other selling and 
distribution activities not related to the contract products; 

4. Advertising, except “Help Wanted” advertising and 
required public notices; 

5. Entertainment; and 

6. Donations and contributions. 


Certain costs are subject to specific consideration 
during contract negotiation to determine their admis- 
sibility. A few of those listed are: 


1. Costs incurred in anticipation of the contract; 

2. Initial tooling; 

8. Rearrangement and relocation of facilities or plant 
sites; 

4. Special or mass movement of personnel; 

5. Special traveling expenses; 

6. Patents and royalties; and 

7. Overtime and shift premium allowances. 


Allowable costs include the usual charges for mate- 
rials and parts, direct labor, and overhead. In addi- 
tion, certain “admissible” costs are specified. Among 
them are: (1) depreciation and depletion based on 
cost of acquisition with consideration for multiple 
shift operations; (2) research and development spe- 


cifically related to a production contract, and research 
and development directed toward over-all product 
improvement or manufacturing methods; and (3) 
compensation of officers, executives and department 
heads subject to question on various counts such as 
the relationship of total compensation to services 
rendered. 


Encourages Plant Decentralization 


Recognizing the possibility of air attack on Ameri- 
can industrial plants in event of war, the National 
Security Resources Board is encouraging dispersion 
of new plant facilities. In a recent report, the first 
of a series to be released by the Resources Board, un- 
derground plants are rejected as impracticable and 
the influence of the board is exerted in favor of de- 
centralizing new plants. The board assumes that, if 
an industry is so dispersed that there is no more than 
one plant in a ten-mile circle, then there should be 
reasonable security from air attack. 

Aside from considerations of military strategy, in- 
dustry is spreading out its factories to get closer to 
important markets and for other reasons. A recent 
Conference Board report examines some of the moti- 
vating factors behind this current trend.1 They in- 
clude: (1) proximity to important markets; (2) tap- 
ping new reservoirs of labor; (3) a small city or town 
location has advantages costwise and from the 
standpoint of living conditions, etc.; and (4) in many 
industries relatively small decentralized plants are 
considered more efficient as large companies may ex- 
pand and yet operate relatively small semiautono- 
mous units. 

There is nothing mandatory about the recom- 
mendations of the Resources Board but its position 
as the top mobilization planning body lends consider- 
able authority to its suggested program of plant dis- 
persion. Further pressure for wider distribution of 
plants has resulted from abandonment of basing point 
pricing by the steel, cement, and refractory brick in- 
dustries. Many industrialists feel, however, that this 
action may very well result in centralization of fabri- 
cators around key steel producing areas. The recent 
increases in freight rates have also contributed to the 
trend toward decentralization. 


Setup for Renegotiation 


The administrative and operational organization 
for implementing the Renegotiation Act of 1948 has 
been announced by Secretary of Defense Forrestal. 
The top board will be called the Military Renegoti- 
ation Policy and Review Board. The operating group 
will be known as the Armed Services Renegotiation 


1Studies in Business Policy, No. 30, “Decentralization in Industry,” 
based on a survey of the practices of 148 manufacturing companies. 
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Board and will include representatives from the Army, 
Navy, and Air Force. The Policy Board will consist 
of the three chairmen of the different divisions of the 
Renegotiation Board. 

The first job of the Policy Board will be to review 
the tentative draft of regulations with respect to re- 
negotiation and to conduct additional discussions 
with industrial representatives, including industrial 
associations. 


Voluntary Allocations 


Uncertainty as to whether the steel allocation 
powers granted by the new Selective Service law will 
be used has been dispelled. President Truman has 
stated that voluntary allocations will be used at this 
time and the Department of Commerce is proceeding 
with its program for allocating steel. This plan, au- 
thorized under the so-called anti-inflation law (Public 
Law 395—Eightieth Congress), would make avail- 
able about 105,000 tons of steel to meet the needs of 
rearmament. This amount is only about 1.5% of 
the average monthly production. 

If rearmament orders should rise substantially with 
any further deterioration of the international political 
situation, it would become necessary to resort to 
compulsory allocation, but, for the present, voluntary 
methods will be tried. 

The two key mobilization planning bodies, the Na- 
tional Security Resources Board and the Munitions 
Board, favor additonal stand-by controls. Thomas 
Hargrave, chairman of the Munitions Board, has gone 
on record in support of enactment now of measures 
which would provide for emergency controls over the 
economy. Much of this legislation would become 
operative only on declaration of a national emer- 
gency, while some would take effect immediately. 
Such an Emergency Powers Act would be patterned 
after the First and Second War Powers Act revised 
in the light of World War II experience. 

Recommendations of the Resources Board have not 
yet been stated, but a comprehensive study of con- 
trol legislation has nearly been completed and the re- 
sults will go to the President for consideration. The 
principal subjects covered by this survey are: 


1. Priorities and allocations, including emergency priori- 
ties and allocations; 

2. Employment of $1l-a-year men; 

3. Mandatory orders (there is already a plant seizure 
statute which was enacted as a part of the draft act); 

4, Creation and powers of emergency government cor- 
porations; 

5. Defense facilities, to include construction by the 
government and loans for the construction of defense 
facilities, as well as provisions relating to amortization of 
plant expansion costs for tax purposes; 

6. Contract price adjustments; 


7. Price and wage stabilization; 

8. Work stoppages on mandatory orders; 

9. Exemption from antitrust statutes; 

10. Requisitioning; 

11. Acquisition and disposition of real property; 

12. Emergency contracting authority; 

13. Coordination of executive agencies and functions 
(it may be that the Hoover Commission will go into 
this) ; 

14. Production loan guarantees and other financing aids; 

15. Export and import controls; 

16. Collection and utilization of statistics; 

17. Censorship; 

18, Man-power utilization; 

19. Litigation involving defense secrets; 

20. Patents and copyrights; 

21. Renegotiation and excess profits; 

22. Contract terminations; 

23. Surplus property; and 

24. Housing and community facilities. 


Paut W. Dickson 
Division of Business Practices 


Business Book Shelf 


Economic Analysis—A revision of an excellent systematic 
account of basic economic analysis first published seven 
years ago. By Kenneth E. Boulding. Harper & Brothers, 
New York, 1948. $5. 


FBI Register of British Manufacturers, 1947-48—A com- 
plete listing of all members of the Federation of British 
Industries, 5,000 manufacturing firms and 230 trade asso- 
ciations, with the product and service offered, arranged 
both alphabetically and by type of product. The Federation 
of British Industries, London, 1948. Price £2/2. 


Venture Capital and an Adventurous Industry—The 
problem of venture capital particularly as it affects the 
chemical industry. By Charles S. Munson, President of the 
Manufacturing Chemists’ Association of the United States, 
at its seventy-sixth annual meeting, June 3, 1948. 


Statistical Gaps—Report on current statistical gaps in our 
knowledge of economic affairs. Joint Committee on the 
Economic Report. United States Printing Office, Washington, 
D. C., 1948. 


Earnings of Nonfarm Employees in the United States, 
1890-1946—Contains long-term statistical series (1890- 
1946) on money and real earnings of nonfarm employees 
and money earnings of employed workers by major industry 
groups for 1919-1946. By Stanley Lebergott, Journal of the 
American Statistical Association, March, 1948. 
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Movements in Retail Sales 


HE nation’s retail cash registers are continuing 

to ring up year-to-year sales gains—as they have 
for every year since 1939. Part of this record num- 
ber of dollars reflects higher prices, and in some divi- 
sions conceals a lower unit volume than in 1947— 
for example, shoe sales. Unit gains, on the other 
hand, are still in evidence in some of the durable 
goods groups. Only jewelry, liquor and men’s cloth- 
ing stores have rung up fewer dollars as compared 
with the first half of 1947. _ 

For the first six months of 1948, the annual rate of 
retail sales reached $127 billion, a gain of almost 
12% over 1947. This indicates that 1948 will set 
another record in dollar volume. In 1929, the pre- 
war peak, only $48.5 billion moved across retail 
counters. Sales in the current year are more than 
two and a half times the 1929 total, while consumer’s 
prices are only 40% higher.1 American consumers, 
despite higher prices, are buying and getting more 
goods per capita than in any previous boom. 

Sales increases currently are primarily concen- 
trated in the durable goods categories. While non- 


1For purposes of comparison with retail sales, the price rise is proba- 
bly understated; some items are not included in the consumers’ 
price index but do appear in the sales totals. For this reason, the 
sizable increases in the prices of building materials, included in the 
sales, are not mirrored in the price index. On the other hand, the 
relatively stable rent component has no counterpart in sales. 


Excise Tax Collections 
Source: Bureau of Internal Revenue 


Retailers’ Excise Taxes 


Item Toilet 


Jewelry} Furs | Prepar-| Lug- | Total 
ations gage 


Christmas collections 
Per cent change from 
previous year: 

1946 to 1947....... +9.3) +3.4) -0.4) -3.5) +3.3) +0.6 
1947 to 1948....... 12.0) -10.4| -11.0] -10.2} -3.8} -9.5 


previous year: 
1946 to 1947....... ; -7.8} -3.2}| -5.4) -11.1} -7.0 
1947 to 1948....... . -3.3} -14.4] +2.4] +3.1] -3.3 


April collections 
Per cent change from 

previous year: 
1946 to 1947....... -1.3| -6.9) -9.6) -1.4) -9.3) -6.5 
1947 to 1948....... +11.9! +7.9| +8.3}+10.8} +5.8} +8.1 
Note: Collections in any month are assumed to reflect sales two months previously. 
come Christmas collections shown above represent the tax collections in Janu- 


oe os + S| = quarter collections those of March, April and May; April 
ions those of June. 


durable sales in the opening half of the year were 10% 
higher than a year ago, durable sales increased 21%, 
and total sales rose 138%. The rise in rural retail sales 
has been 11%. Durable sales in 1948 are 25% of total 
retail sales as opposed to the wartime low of 14% in 
1944. The prewar peak for durable goods was 29% in 
1929. In 1933, it fell as low as 20%. 

Chart 1 gives group-by-group comparisons for the 
first six months. Practically all the durables, led by 
motor vehicles and building materials, show sizable 
increases over last year. The weakest sector is jewelry, 
running 6% behind. Although jewelry sales recovered 
from a February low, they were, in June, on a season- 
ally adjusted basis, 7% below the corresponding 
month of 1947. 


NO RISE IN UNIT VOLUME 


Among nondurable goods, except for food,’ filling 
stations and fuel and ice, no gain greater than 10% 
was registered. Liquors and men’s clothing are run- 
ning behind in dollar volume. Other apparel groups, 
shoes, drug stores and eating and drinking places, 
although doing an increased dollar business, are 
probably behind in unit volume. 

A comparison of chain-store and mail-order sales 
with total sales (Chart 2) discloses that gains for the 
group as a whole are the same, but that the internal 
structure of the sales is less diverse. No group shows 
an increase as high as 20%; on the other hand, gro- 
cery and combination stores, apparel and general mer- 
chandise have held up better than the total for all 
sales in these categories. 

Independents, therefore, are apparently doing less 
well in the nondurable lines where supplies have been 
comparatively full and price a major consideration. 
They appear to have done better in building mate- 
rials and furniture and homefurnishings, and hold a 
slight lead in automotive parts and accessories, drug 
stores and eating and drinking places. 

Direct information on the performance of indepen- 
dent stores on a comparable basis is not available, 
but data collected for an incomplete sample tend to 
confirm these deductions. Home furnishings, build- 
ing materials and automotive sales show substantial 
increases. Others, for the most part, show negligible 
gains, or losses. For the first six months the total 
sales gain of this sample is 7% as compared with al- 
most 13% shown by the total and the chain and 
mail-order groups. 


1In food, there has been an 11% price increase, while dollar volume 
rose 14%. 
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CHART 1: TOTAL RETAIL SALES 
Source: Department of Commerce 
Percentage Change from first half 1947 to first half 1948 
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The relation between retail sales and disposable 
income is shown in charts 3 and 4.1 

The influence of price and supply movements has 
probably been more important than relative sales 
changes brought about by consumer preferences. 

Beginning in 1942, actual sales veer away from 
the line. In Chart 3, which presents the data for 
total sales, sales fall below the line until 1946. The 
reason for this is the unavailability of goods which 
prevented sales from expanding commensurately with 
income. Price controls and rationing also prevented 
bidding up of unit prices. In addition, the rate of 
saving increased considerably. By 1946, the actual sales 
equaled the calculated sales represented by the line, 
and by half years, in 1947 and 1948, moved above the 
line. This reflected greater availability of goods and 
higher prices, which in turn meant that a greater pro- 
portion of disposable income was being spent with a 
concommitant decrease in savings. Despite the closer 

1The dots in these charts are plotted at the juncture of the dis- 
posable personal income (horizontal axis) and the retail sales (vertical 
axis) for any one year. Their position alon yee line fitted through 


1941 indicates a close relationship between the amount of disposable 
income in any one year and the amount of sales. 
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approach to the line, the 1946-1948 trends do not 
represent a return to the previous relationship. 

This is illustrated in Chart 4, which shows the 
shifts in the internal composition of the sales. Here, 
where the sales are divided between durable and non- 
durable categories, the former dropped far below 
their previous position during the war and have not 
yet completely recovered. Nondurable goods sales, 
however, never fall far below their usual position even 
in wartime, and are now higher than was to be ex- 
pected on the basis of the interwar experience. These 
divergencies are again traceable to varying availabili- 
ties of goods and the respective degree of price in- 
creases for the two categories. 

A breakdown of these two major groups, in turn, 
discloses similar variations in the pattern of sales of 
which they are composed. During the war years, the 
scarcity of durable goods—chiefly automobiles, build- 
ing materials, appliances and farm implements— 
naturally kept sales down. Resumption of civilian 
production has brought them all closer to the prewar 
relation to income. The heavier durables suffered 
most from war production developments. Automo- 
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tive parts, furniture and housefurnishings, and hard- 
ware stores did not experience quite as severe a drop, 
although their declines were substantial. Jewelry 
stores were the only durable group which came close 
to maintaining their position. They recovered 
quickly in 1946 to move well ahead of the prewar re- 
lationship. Since then, they have fallen below. Al- 
though prices for all durable goods have risen in the 
past two years, they have not, in general, increased as 
much as nondurable goods lines. Fewer supplies 
and relatively lower prices have prevented durable 
goods from rising to the levels indicated by past ex- 
perience. The performance of the automobile group 
has heavily influenced the emergence of this trend. 
A calculation made for the opening months of 1948* 
disclosed that their recent sales were as much as 35% 
below expectations based on disposable income. Home 
furnishings, however, were up about 8%. 

Nondurable goods sales maintained a more favor- 
able relation to income during the war, and after- 
wards shot over any calculated marks. Most impor- 
tant in this development were food and clothing. 
Filling stations, partially in accord with the trend 
of automobile production, are only now getting close 
to their calculated position. Shoe stores and men’s 
clothing stores lost the most ground during the war, 
but both sprang back quickly at the war’s end. Other 
groups showed little deviation during hostilities com- 


1See chart book, “Domestic Consumer Markets,” National Indus- 
trial Conference Board, 1948, pp. 20-21. 


pared with the showing of durable goods groups and 
the three nondurable goods groups which weakened 
perceptibly.1 Spilled-over purchasing power and high 
prices combined to raise the levels of the nondurables 
in 1946. This process is now subsiding; apparel sales 
are no longer making forward strides. 

On the basis of the interwar pattern, total sales are 
now (first half of 1948) $8.1 billion, or 6.8%, above 
“normal”; durable goods sales $6.8 billion, or 17.5%, 
below normal; and nondurable goods sales $15.4 bil- 
lion, or 19.3%, above normal. 

While this method of analysis is a useful one? in 
that it enables the identification of important changes 


1With the exception of the department store and mail order group, 
where cuts in the supply of durable goods and the general trend of 
shoes and men’s clothing sales were felt. 


?Robert V. Rosa in “Use of the Consumption Function in Short 
Range Forecasting,” The Review of Economics and Statistics, May, 
1948, maintains that considerable error is involved in predicting total 
consumer expenditures for the immediate short-term future from 
long-time relationships in annual data. He states: “Whether or not 
such a function may be correct for long-run analysis, it will probably 
yield erroneous results when used to predict changes in income and 
consumption over two, three, or four quarterly periods in the future— 
because the consumption-income relation appears to shift from one 
short-run period to another.” This objection might be found to apply 
to retail sales forecasting as well, when the regression analysis is used 
for predictive purposes. Rosa lists four causes of possible changes in 
spending patterns within budget groups significant in the short run: 
consumer expectations of employment, income and price; recent price 
changes not coinciding with income changes; the supply of liquid 
assets; and the influence of outside pressures such as savings bond 
campaigns. He adds three which result from changes in the income 
structure: recent unusual changes in income such as bonus payments; 
recent changes in aggregate disposable income whose effect is subject 
to a lag; and recent shifts in the distribution of income. 


CHART 2: TOTAL RETAIL SALES AND CHAIN-STORE AND MAIL-ORDER SALES 
Source: Department of Commerce 
Percentage Change From First Half 1947 to First Half 1948 
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in sales-income patterns and a reasonable method of 
predicting sales from assumed income changes, there 
are several limitations. First, “What isn’t saved is 
spent.”! No other result should be expected from re- 
lating disposable income to its largest component. 
The crucial variable is really the change in the rate 
of saving or dissaving. 

A second limitation is that the rate of buying out 
of income may change. When this occurs and a new 
stable pattern is set up, the position of the line of 
relationship will shift. Hence, points plotted in re- 
spect to a previous line may not describe the situa- 
tion, since this cannot be determined for some years 
after the fact. This appears to have happened in the 
years after World War I as compared with the years 
to 1920.2 It is not impossible that the points above 

1Including expenditures on services, which are not treated in this 
article. 

2See Louis J. Paradiso, “Retail Sales and Consumer Incomes,” 
Survey of Current Business, October, 1944, especially pp. 11-12. 
The author shows that in 1921-1940, consumer expenditures out of the 
same amount of income were about $65 billion greater than in 1910- 
1920. He also points out that “despite the difference in the level 
of expenditures in the two periods, a given change in consumer incomes 


resulted in the same proportionate change in their expenditures for 
each of the two periods.” 


Chart 3: Total Retail Sales and Disposable Income 
Source: Department of Commerce 
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Chart 4: Disposable Income! and Retail Sales 
of Durable and Nondurable Goods 
Source: Department of Commerce 
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1Sales totals for the above groups available only for 1929, 1933, and yearly from 1935 


the line in Chart 3 for the past year and one half por- 
tend such a change. 

A third limitation concerns the fact that total ex- 
penditures may remain the same or move to a new 
level while the internal distribution of sales may 
change. While in the future, points plotted on Chart 
3 (total retail sales) may, for example, be closer to the 
line, future points on Chart 4 (durable and nondur- 
able sales, separately) may not be; thus a new in- 
ternal pattern within the same over-all relationship 
would be set up. This would of course hold true for 
the sub-classifications of these two groups. Such a 
result may be the consequent of, for example, new 
price relationships between products, new preferences 
among consumers, new products and techniques of 
production and distribution, changes in supply, 
changes in tax rates, the distribution and aggregate 
volume of liquid assets, and altered income distribu- 
tions. 

The rate of collection of retail excise taxes gives a 
clue to consumption tendencies since most of these 
products are in the discretionary spending category. 
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The table gives the data for recent trends in such 
spending.’ It discloses, in general, that expenditures 
on these items have been declining since 1946. Fur 
sales have suffered most. Jewelry, and admissions to 
places of amusement have also, in the main, gone 
down, while toilet preparations and luggage have 
shown some recovery in 1948. Except for furs, the 
rate of decrease seems to have slowed up in recent 
months, which may indicate an approach to a new 
level of stabilization or the making of expenditures 
no longer postponable. 

April, 1948, collections showed a marked pickup over 
last year in all categories. This reflected a general 
advance in retail sales in that month. The numerous 
recent trade reports that motion picture houses, night 
clubs and theaters are doing very poorly are not 
borne out by the excise collections data. Two factors 


1This is not true of all taxable articles. All cosmetics and toilet 
preparations are taxed, although there is a strong case for regardin 
them as necessities in many instances. Billfolds, pocketbooks an 
brief cases, among other leather items, are taxable under the luggage 
group, not all of which can be described as luxuries. 


seem responsible for this divergence. One is that the 
data on taxes are several months behind the event. 
The second is that a separation of general admissions 
from night clubs and similar establishments shows a 
severe drop in the latter’s business, but a more mod- 
est decline in general admissions. Good business at 
sporting events and new promotions in that field 
might be sufficient to boost total general admissions 
despite a drop in tax returns from motion pictures 
and theaters. 

The Treasury Department, in a report on the four 
retail excise taxes,’ stated in respect to the luggage 
impost that “as conditions of supply and demand 
become more normal, the present rate of tax may 
affect profits significantly.” Similar conclusions were 
drawn for fur and jewelry taxes, although not for the 
tax on toilet preparations. 

Lawrence A. Mayer 
Division of Business Economics 


1Treasury Department, Division of Tax Research, “Federal Retail 
Excise Taxes,” October, 1947, p. 52. 


Economic Notes 


Size of American Family 


Between 1940 and 1947 the average size of family was 
slightly reduced, the median number of related persons per 
household changing from 3.15 to 3.07 in the United States 
as a whole. The decline in family size was general, but only 
in the rural farm section was the drop substantial—from 
8.72 to 3.50. 


Source: Bureau of the Census 
Median Related Persons 


per Household: 
Area 1947 1940 
EMIT RUAN fades x oaipinc ai:e P04 nameless 3.07 8.15 
RTS Cotte Oe, Fae ihe, eed 2.95 8.01 
on GST 0 ie i i ee 3.09 3.12 
RUIN Ae Oe fs oe ccc ooo os,0 0 3.50 3.72 


1The median divides all households into two equal groups, one having fewer related 
persons than the median, one having more, 


Hardening the Arteries of Trade 


“An influence which is tending to restrict European trade 
is the promise of American assistance. France, for example, 
has exerted less energy to obtain Belgian steel than it 
might have displayed had there been no hope of getting 
steel from the United States under the European Recovery 
Program. Britain might have made more attractive offers 
for Turkish and Balkan tobacco had there been less assur- 
ance about getting American leaf. The consequent con- 
traction of European trade for this particular reason is 
doubly deplorable, because it is tending to perpetuate the 
dependence of Europe on the Western Hemisphere. It is 
hardening into permanence certain channels of trade be- 
tween the United States and Europe which owe their origin 
to the ravages of war, which are being maintained by gift 


or loan dollars, and which, therefore, are wholly artificial. 
This stimulation of trade with the Western Hemisphere 
at a time when resources in Europe are underemployed 
runs counter to the basic conception of the European Re- 
covery Program, which is to restore the solvency of Europe, 
vis-a-vis the dollar area.”—The Economist; London, June 
19, 1948. 


Steel Exports 


Do we have enough steel making capacity? In answer to 
this question have come provocative estimates of the amount 
of steel the United States is exporting. That which we send 
in the form of plates, bars or strip is easy enough to meas- 
ure, but an adequate account of the total drain on domestic 
steel supplies should include the amounts sent in fabricated 
products. Here are some recent estimates: 

“Almost one fifth of American steel production, by gov- 
ernment policy and license, is already being exported.”— 
Bradford B. Smith, “America’s Steel Capacity,” American 
Tron and Steel Institute, New York. 

“For every ton of steel as such that is exported, at 
least 1.5 tons more are exported indirectly in finished fabri- 
cated products, such as automobiles, machine tools, food 
containers, etc. Therefore, the 6.6 million tons of direct 
exports in 1947 should be increased by 9.9 million more tons 
to get the total amount of steel leaving this country. Con- 
sequently, approximately 16.5 million tons of steel is being 
exported. This means that about 26% of all steel made 
in the United States is leaving the country.”—Robert 
Schafer, “Questions and Answers on the Effect on the 
Domestic Economy of Purchasing Steel for Export,’ Ameri- 
can Enterprise Association, New York, 1948. 
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NFLATIONARY influences continued to mingle 
with deflationary factors during the past month. 
On the inflationary side of the equation, heavy buy- 
ing of government obligations by the Federal Reserve 
to support the market, expanded the base of the gov- 
ernment bond segment of Federal Reserve credit. 
The rise in prices of nonagricultural products, espe- 
cially in the metal and metal-products group, more 
than offset the weakening market for prices of agri- 
cultural products in early August, and the all-com- 
modities wholesale price index established a new high 
in the week ending August 7. Some evidence of sta- 
bility has since appeared. 

The advance in the rediscount rate from 114% to 
144%, on August 13, was doubtless made for the psy- 
chological effect hoped for, but it does affect the 
borrowing costs of individuals and concerns which 
have loan contracts containing escalator clauses 
geared to the rediscount rate. As to the banks, the 
class of paper to which the new discount rate applies 
constitutes a very minor factor—only about $294 mil- 
lion, and an impressive part of this total is in gold- 
secured loans to foreign banks. At the present time, 
the government bond segment of reserve credit held 
by the Federal Reserve banks approximates about 
$21.5 billion, and the reserve member banks hold con- 
siderably more than double that amount. 

Rumors that the Treasury was considering the 
lifting of rates on one-year certificates of indebted- 
ness from 144% to 144% exerted considerable pres- 
sure on the government bond market, so that, be- 
tween June 23 and August 11, holdings of govern- 
ment bonds by the Federal Reserve banks had in- 
creased more than $1 billion. Their holdings of certifi- 
cates also increased about $655 million but because 
retirements and sales of bills partly offset the other 
increases, the government obligation segment of the 
credit base expanded only about $556 million. 


WHEAT PRICES FALL 


The decline in wheat prices below support levels is 
causing concern among government officials respon- 
sible for maintaining these price floors. Despite the 
decline, wheat sales have been heavy owing to inade- 
quate storage facilities. Under the provisions of the 
wheat loan support program, the farmer must store 
wheat to meet government specifications. But when 
storage space has been filled the remainder is thrown 
on the market, and some wheat changed hands at 
prices of about seven cents below the official price 
floor in mid-August. 


In an effort to stem the tide, the government offers 
wheat producers “purchase agreements” in which the 
latter has the option to agree before the 1948 year 
end to deliver the wheat to the government at the 
loan price of $2 (on farms) any time before May 30, 
1949, the end of the crop year. Storage requirements 
under purchase agreements are not as exacting as 
under the support loan plan. 


CROP PROSPECTS 


Crop production in this country in 1948 promises 
to surpass all previous records. The acreage in crops 
is among the largest in recent years and yield pros- 
pects are favorable. Estimates by the Department 
of Agriculture as of August 1 reveal a record corn 
crop of 3,506 million bushels, about 8% above the 
previous record of 3,250 million bushels in 1946. This 
latest report is more than 178 million bushels greater 
than the estimate made one month earlier. 

The wheat estimate of August 1, at 1,284,323,000 
bushels, was 42,572,000 bushels more favorable than . 
the July estimate. This would be only 81 million 
bushels below the 1947 record high, and 36% above 
the ten-year average (1937-1946). Carry-over stocks, 
moreover, on July 1, hit a postwar peak at 195 mil- 
lion bushels, which is about 45 million bushels above 
legislative requirements. 

Record crops of soy beans, rice, peanuts and pecans 
are also anticipated. Oats, barley, rye, flaxseed, rice 
and sorghums will surpass last year’s output. Of all 
major crops only hay and tobacco may show consid- 
erable decline. 

Meanwhile, domestic demand for feed grains has 
fallen off. Short feed supplies and high meat prices 
this past season resulted in a reduction of grain- 
consuming animals on farms. Cattle on farms on 
January 1 were about 3% fewer than a year earlier. 
The 1948 spring pig crop was estimated at 51.4 mil- 
lion head, 3% below the 1947 crop and the smallest 
since 1941. 

Poultry production, except broilers, has also been 
cut back by unfavorable feed prices. The number of 
chicks and young chickens on farms on May 1 was 
about 17% smaller than in May, 1947. Layers in 
April were 2% below the April, 1947, total. 

Latest estimates of domestic disappearance of 
wheat indicate a reduction of 2.5% from 769 million 
bushels to 750 million in the 1948-1949 season. 

In mid-July, the Department of Agriculture esti- 
mated an increase of 35% in European bread grain 
production over the 1947 volume (excluding the 
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Soviet Union). The wheat crop is estimated at 1,450 
million bushels compared with 1,015 million a year 
ago. Rye production may rise as much as 20%. 

Such an increase would still put European produc- 
tion about 18% below prewar years. Europe will still 
need substantial imports to attain prewar levels of 
consumption, particularly in view of increased popu- 
lation. But the fact remains that the need for our 
crops in Europe is diminishing. 

In the Soviet Union, total grain production will be 
about the same or slightly less than in 1947 and still 
below the prewar average. 

Recent estimates, revised upward by the Depart- 
ment of Agriculture, for the year ending June, 1949, 
indicate exports of about 35 million bushels below the 
a 485 million shipped abroad in the year ended 

uly 1. 


Course of Grain Prices 


The prospect of greater food and feed supplies in 
view of diminished domestic and foreign demand has 
resulted in major price declines. By August 2, the 
wholesale price of corn, as reported by BLS, was $1.99 
a bushel. This is only 144 cents above the low for 
the year which occurred on February 11. Although 
corn prices never recovered completely from the Jan- 
uary break, the July crop report sent prices rolling 
down to present lows. 

Heavy wheat marketings resulted in a drop in 
early August wheat prices to about 23 cents below 
the February low. On August 2, wheat sold for 
$2.064 a bushel, the 1948 low. This is more than $1 


Table 1: Parity Prices 
Source: Department of Agriculture 
Index Numbers, 1910-1914=100 


Previous Record High 


Tem er Sa ery rt 
Index Date 

Prices received by the 

famuertrier se... 4.045 801 | 295 | 276] 307] Jan., 1948 
Prices paid by the farmer 

(including interest and Jan., June and 

OS GS 251 251 230 251 | July, 1948 
Parmy ratio. og). 2.5.00 120 118 120 133 | Oct., 1946 


below the January 16 high for the year. Lack of stor- 
age space has been forcing the sale of new wheat 
which would otherwise be held for government loan. 

Also, the trend of wheat and corn futures over the 
past several months reveals the impact on the grain 
markets of the prospect of adequate supplies. In 
mid-April, No. 2 yellow corn for September delivery 
sold for a fraction above $2.03 a bushel. On August 
8, the price was down to about $1.65, or 70 cents 
below the January level. Corn for December delivery 
was selling for $1.47 in early August. Two months 
earlier, it was 20 cents higher. 

Similarly, although the decline in recent months 
has been less pronounced, Kansas City wheat, sold on 
August 9 for September delivery, was approximately 
12 cents below the price two months earlier and 49 
cents below the January future. 


Parity Price 


On the whole, prices received by the farmer for the 
month ended July 15 were favorable. Continued 
gains in prices of meat animals, dairy and poultry 
products more than offset declines in grains, soy beans 
and cotton. In mid-July the index of prices received 
by the farmer (1909-1914—100) rose to 301. This 
was six index points above a month earlier and only 
six index points below the January high. (See Table 1.) 

Prices paid by the farmer in mid-July, including 
interest and taxes, remained at the June level of 251. 
Thus the over-all parity ratio (?.e., the ratio of prices 
received to prices paid) rose slightly, to reach 120. 
This is at the July, 1947, level, when both prices paid 
and received were relatively lower. The record-high 
parity ratio occurred in October, 1946, at 133. 

In the case of wheat, the average price received by 
the farmer was 27% above parity in January of this 
year. One month later, prices averaged three points 
below parity. Small increases were registered in the 
following two months. But as the possibility of a 
grain surplus developed, prices for grain fell seven 
points below parity by mid-July. 

The same general picture holds for corn, oats and 
barley. Oats fell from 20% above parity in mid-April, 


TABLE 2: PRICES RECEIVED BY FARMER, AND SUPPORT PRICES FOR SELECTED COMMODITIES 
Source: Department of Agriculture 


Commodity 


Barley (bu. 
Hogs (Chicago) (ewt.) 


Prices Received as'% 
of Support 


July 15 June 15 


102 106 
147 158 
183 184 
133 148 
124 153 
123 146 
154 136 
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when prices were almost at their January level, to 
thirteen points below parity in mid-July. 

Table 2 reveals the position of prices received by 
the farmer in mid-July in relation to government 
support prices. The support price for wheat, based 
on June 15, 1948, parity is $2 at the farm, 16 cents 
higher than the 1947 support price. This replaces the 


Table 3: Wheat Placed Under Government 
Support Loans and Average Support Prices 


Source: Department of Agriculture 
esp Fey freer, 
aS te eae the Serer ett aed 85.7 $0.59 
LOSO Sant ts Levees eae ee Peete 167.7 0.61 
1940 cd Fee ha eas. «sae 2 aes eee aoe 278.4 0.64 
hE 1s Lee alee avai cies Saag eR ee eS 366.3 0.98 
Dg rc tetas sapere ane -o obec « Pee 408.1 1.14 
LOS wicitiepttoscacaaceie fav eeere amen 130.2 1.23 
NOM oo eitecde of shes irae = aycuy cates CRN 180.4 1.35 
LOGS oS. nals Mees ae pach: mp teeters 59.7 1.38 
LO4G:: «tts. Seaton hades les he 22.0 1.49 
Lt) ee ee, oe Se ee Se cs ae $1.2 1.83 
LOAS Falk. ccteartahe Sender aek elaine ee n.a 2.00 


1As reported in the New York Sun 


TABLE 4: 


Sources: 


Expenditures (In Millions) 


Type of Construction 

July p 
‘Lotal mew, construction’. opi... ote pscaieuse nega este $1,724 
Private: construction’. occu oe 2. myere «iene eae ae 1,314 
Residential building (nonfarm).................-.-5 667 
Nonresidential building (nonfarm)*................. 333 
Industrial ...o¢, <vtotted! Gyeob erty op tenn cis eae 114 
Commercial ocx sai ole siistera Wars os oka teks cea eieeaeaees 128 
Warehouses, office and loft buildings........... 30 
Stores, restaurants and garages................. 98 
Other nonresidential building.................... 91 
Religious: Jastc oooh. ts oa We eres ae oe oe 22 
Educational & stor eee vend. are ae 22 
Hospital and institutional. 1. oF cimen sn acter ll 
Rename UN DCST Gteies <2 © ecieemina seat ete. d 36 
Farin Construction. ae. acerca tts eee Mees eae 81 
Publicutilttiesiiga sous wort heared ee teen ee 233 
INaIOA : 5 x:-2<.5 eda weta ache ots ane ein tiesto 33 
Telephone ‘and ‘telegraph... .0..,..-...202s-s+.06- 55 
Other public whilitiessaehs, ieee dee ee 145 
Public constructioncsters. eee: eas ee ee 410 
Residential building. jwes seuss net ciemioaea ne 3 

Nonresidential building (other than military or naval 
facilibies)\”, .icentre ee eee mee neta cen 86 
Tn dustrial oy totais oe atte eave ae ka 2 
Rducational. sp sac cged tee cans oe ae doe ee 48 
Hospital and institutional.....................+: 17 
All other nonresidential). ...0;tncee2 vat oan 19 
Military and naval facilities.................20000: 15 
Highways? ete Pon. ade res 00 6o oe TO ore Pa 186 
Sewer and water. hets.<;.s 4... eee aati 41 
Miscellaneous public service enterprises®............. 10 
Conservation and development................+.++- 55 
All other public construction®............0.+.ee000 14 


1Estimated construction expenditures represent the monetary value of the volume 
of work accomplished during the given period of time. These figures should be differ- 
entiated from permit valuation data reported in the section on urban building author- 
ized, and the data on value of contract awards in the section of federal construction. 

2Includes major additions and alterations. 

*Excludes nonresidential building by pmvately owned public utilities, 


1948 


June 


$1,605 


1,228 


633 
308 
111 
117 
28 
89 
80 
19 
19 
10 
32 
62 
225 
30 
55 
140 


877 
5 


79 
2 
43 
15 
19 
12 
167 
40 
10 
51 
13 


interim or temporary rate of $1.96 set up May 25 
to cover early harvested grain. Terminal support 
prices are $2.29 in Chicago, $2.24 in Kansas City and 
$2.26 in Minneapolis. 


Prices of new crop winter wheat in late July and 
early August were below loan levels. On August 2, 
Kansas City wheat sold for 17 cents below govern- 
ment support. On August 10, prices were 11 cents 
below. Disclosure that the wheat export goal for the 
current crop season had been raised to 450 million 
bushels helped strengthen the market. For the 1948- 
1949 marketing year as a whole, says the Department 
of Agriculture, “prices are expected to average mod- 
erately above the loan level. However, they are not 
likely to average nearly as much above the loan rate 
as in 1946-1947 and 1947-1948.” 


Meanwhile, it is expected that the amount of 
wheat put under loan in 1948 will be heavy, possibly 
as much as 250 million bushels. At $2 a bushel, this 
adds up to $500 million for supporting the price of 
one commodity. In 1942, a record 408 million bushels 


EXPENDITURES FOR NEW CONSTRUCTION PUT IN PLACE! 


Departments of Labor and Commerce 


Percentage Change a eral 
Percent- | 
1947 July, 1948 from— | First 7 Months of— Chane 
May July June, 1948} July, 1947 
$1,455 | $1,264 +7.4 | +86.4 +35.7 
1,116 966 +7.0 | +36.0 +37.1 
585 455 +5.4 | +46.6 +58.4 
278 254 +8.1 | +31.1 +13.0 
112 139 42.7 -18.0 -18.7 
98 67 +9.4 | +91.0 +61.6 
25 15 +7.1 |+100.0 +81.8 
73 52} +10.1 | +88.5 +75.1 
68 48 | +13.8 | +89.6 +49.5 
15 10 | +15.8 |+120.0 +91.1 
17 14} +15.8 | +57.1 +48.1 
10 9} +10.0 | +22.2 +6.3 
26 15 | +12.5 |+140.0 +53.9 
50 60 | +380.6 | +35.0 427.7 
203 197 +3.6 | +18.3 +30.7 
26 31 | +10.0 +6.5 +12.3 
55 44 0 +25.0 +51.0 
122 122 +8.6 | +18.9 427.5 
839 298 +8.8 | +37.6 +30.9 
5 9 -40.0 -66.7 -72.5 
77 42 +8.9 {4104.8 +87.5 
g 2 0 0 -50.0 
40 23 | +11.6 |+108.7 +95.6 
15 7 | +18.3 |+142.9 +104.9 
20 10 0 +90.0 +108.8 
13 19 | +25.0 -21.1 -10.9 
136 187 | +11.4 | +85.8 +31.6 
39 81 +2.5 | +82.3 +41.3 
11 il 0 -9.1 -1.6 
45 839 +7.8 | +41.0 +53.7 
13 10 +7.7 | +40.0 +81.6 


‘Excludes expenditures to construct facilities used in atomic energy projects. 
5Covers primarily publicly owned electric light and power systems and local 


transit facilities. 


‘Covers miscellaneous construction items such as airports, monuments, mem- 


orials, etc. 
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of wheat were pledged and less than 50% was re- 
deemed. As much as 75% of the 366 million bushels 
put under loan in 1941 was acquired by the CCC. (See 
Table 3.) 

Corn support levels are based on 90% of the Sep- 
tember 15 parity price, which in 1947 amounted to 
$1.37. Should present prices paid by the farmer con- 
tinue into September, the new support level would 
be approximately $1.45 a bushel on the farm. 

Unlike wheat, no official support levels at terminal 
markets have been set for corn. But on the basis of 
the normal relationship between farm price and Chi- 
cago terminal price, the Chicago support price is 
widely expected to average about $1.60. In mid-July, 
December No. 2 yellow corn at Chicago sold for $1.62. 
By August 12, it had fallen to $1.47. 

Great quantities of feed grains are therefore also 
expected to come under government support. In 
1938, 60% of the 230 million bushels of corn on loan 
came under government ownership. No corn has been 
acquired in this manner since 1942. 


OTHER COMMODITIES 


Estimates by the Department of Agriculture place 
the cotton crop at about 15.2 million bales as com- 
pared with 11.9 million last year. Domestic consump- 
tion, coupled with exports, is expected to absorb 
about 12 million bales, leaving a surplus of 3.4 million 
bales. Add to this the present carry-over of 2.4 mil- 
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lion bales, and we should have a carry-over of about 
6 million bales on July 31, 1949. Thus, it becomes 
readily understandable why cotton prices have been 
hovering close to the official support level of about 
29 cents a pound, 


In the Egg Business 


Prices of potatoes, eggs and dried fruit are being 
supported by the government. Approximately $160 
million worth of surplus potatoes were purchased in 
the past five years. Last year, to aid disposal, pota- 
toes were sold to farmers for livestock feed at one cent 
a hundred pounds. They were also sold for starch and 
alcohol manufacture at a negligible price. 

This year’s potato crop is estimated at 399 million 
bushels (August 1 estimate), about 15 million greater 
than a year ago. The support price this year is about 
$2.58 a hundred pounds. The government has already 
bought more than 9 million bushels of the 1948 har- 
vest at a cost of approximately $15 million. 

Last year, the government bought 75 million 
pounds of dried eggs and 61 million pounds of frozen 
eggs. The Commodity Credit Corporation could sell 
only 23.5 million pounds of frozen eggs through com- 
mercial channels. The ECA relieved them of the 
remaining 37.5 million pounds of frozen eggs at half 
the price. 

This year, from early May to mid-August, the 
government purchased about 22 million pounds of 


TABLE 5: ESTIMATED EXPENDITURES FOR NEW CONSTRUCTION IN SELECTED YEARS AND PROBABLE 
VOLUME IN 1948! 


Source: Departments of Labor and Commerce 


Type of Construction 


PEE MEECICOUSELUCEOIY. teria. tie Lakh ches ake Aina. ASiRA edie cc 


BerEreEUe TC ONSUNMCTIONG «9 Oh eicitiaat- tre. dia, a oints/sh« ealarsiae PRlapmeieines sisi ek ere 
Presidential building (nonfarm)... 0... 22. cee aes noite ss dawson 
Nonresidential building (nonfarm).................6000eeeeeeeee 
UNECE SMR 2s 2 ohn ae Ec eee EE Oe a 
BUCO VELA sham. sere Sots ok oa ier oats + arsine Ais Ee ee els Baraat Ss 
Warehouses, office, and loft buildings....................... 
Stores; restaurants, and garages. ........ 2-0-0222! «thas os vials 
Other nonresidential! building...) 2.2 2. + scarm.f semeec cea ees 
REPRE TOODRUEICEION ote yg. nk ares Sacicia) © Sen. Sins a Stane plert aida eS nye one 
Pecuueariiibicnmt, Sake wee a pate ebow: are: assis Pieaeies rae + caries 
CEES BE 2 oo a a RRR SER cre mS, Ri 8 5 See 
elephone and telegraph, oe. cs) fae ee one oe cen eevee 
Other publicmtilties #¥.jsh wee Ree -GySs hye aia. dew nae 

REMC M SEPT TION ose scars BOSieis asp bide fae arokeys wise + 


Eicapital nnd stibutionalns,: 5. nosso. tc aeple as ver evs cee ess 

Allother manvesidentialey aa.csabin ess G4 -deeksawlest hess: 
MaIntary and DAVE! FACIES «56h eo sia es yes cb cloe a sdnin eitine o's 
EIU AE eee NEP ei RR rt GA, Sia, Ic inn iran 
Rewer and waters pisew Beste. fol wala poe PUAN alanine oD dee. 
Miscellaneous public service enterprises...........-.-+--.+++++5 
Conservation and development... .............2.0¢secseecceveses 
Milother public constructiona.c Jon ll. jcc eass ePes severe re ases 


1New construction includes major additions and alterations. 


Expenditures (In Millions) Percentage 


Change, 1948 


1948 1947 4 1942 a Li! 
eer coe, = $18,000 $13,977 $13,412 +28.8 
oe apa aes 13,850 10,893 +27.1 
Rates he! 7,100 5,260 +35.0 
Pes oP Sh 38,750 3,131 +19.8 

Ree e Ae 1,425 1,702 -16.3 
aerate 1,375 835 +64.7 
a ee 875 216 +73.6 
et ear 1,000 619 +61.6 
Sy Hee ene 950 594 +59.9 
& sSertice 500 450 411.1 
PP init 2,500 2,052 421.8 
Te spe ere 350 318 +10.1 
as Sie acca 625 510 422.5 
Sata SSeS, HE 1,525 1,224 +24.6 
er 4,150 3,084 434.6 
simhale tote ilegas 75 182 -58.8 

1,000 505 +98.0 
Fp 6 i atte 25 25 0 
TAR RE 525 275 +90.9 
ee Si Fae 225 81 +177.8 
Te, Pee 225 124 +81.5 
ye 200 204 2.0 
Set ae 1,600 1,283 429.8 
eee RO aA 450 331 +36.0 
eee oe 125 117 +6.8 
es cate 550 396 +38.9 
Pe Sak te 150 116 +29.3 


aRevised as of April, 1948. 
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dried whole eggs at from $1.26 to $1.28 a pound, de- 
pending on packaging. Dryers must certify that they 
paid producers 35 cents a dozen or more for eggs used 
in processing. For the first time in the history of egg 
support operations, the program will be carried on 
during September, normally a low month in the pro- 
duction cycle. At the same time, the Department of 
Agriculture considers it likely that egg prices will con- 
tinue to set new record highs. 


SEE HARMFUL EFFECTS 


No seismograph is needed to detect the rum- 
blings against the agricultural price support program, 
and even persons close to the farm group are begin- 
ning to point out the harmful effects price supports 
have on the whole economy. Dr. O. B. Jesness, chief 
of the Agricultural Economics Division, University 
of Minnesota, told the Fourth Annual National 
Forum on Labor, Agriculture and Industry, that it 
is unhealthy for the economy “if agricultural leaders 
insist on arbitrary price supports, or other govern- 
ment aids to avoid adjustment to changed condi- 
tions.” Solutions to the price problems of agriculture 
“lie in economic good health in which agricultural 
production provides purchasing power for farm prod- 
ucts and employment outlets for farm people not 
needed on the farm. . . . It might be well to pay 
more attention to the problems of maintaining a 
healthy economy and less to the seeking of special 
aids.” 

The National City Bank of New York, in its 
August review of economic conditions, lists the farm- 
product price-support program as one of the prime 
factors in the inflationary spiral, secondary only to a 
reduction in government expenditures and urban 
mortgage credit expansion. It proposes to “modify 
price supports for agricultural products and let the 
cost of food come down.” It goes on to say that “it is 
fantastic that high government officials should be 
talking about imposing more taxes (the proposed 
excess-profits tax) and more regimentation on the 
American people while the government puts a floor 
under wheat at $2 a bushel on the farm, and spends 
millions of dollars to keep up the prices of potatoes, 
eggs, and other foods that might otherwise decline 
and ease the pressure on the cost of living.” It also 
points out that lower agricultural prices would reduce 
the cost of the foreign aid program. 

The new compromise law as passed in the last days 
of the session extends the wartime farm-support pro- 
gram, with few important changes, until the end of 
1949. Thereafter, the long-range Aiken plan is to go 
into effect. 

Under the new legislation, wheat, corn, cotton, 
peanuts, rice and tobacco—the so-called “basic” crops 
—will be supported at 90% of parity until June 30, 


1950. This covers crops planned in 1949. Milk, hogs, 
poultry, and eggs will be supported similarly through 
1949. Irish potatoes will be supported at from 60% 
to 90% of parity and the loan rate on cotton will be 
lowered from 9244% to 90% through the end of next 
year. 

All other commodities currently supported at 90% 
of parity under the Steagall Amendment will be sup- 
ported through 1949 at from 60% to 90%. 

Effective January 1, 1950, the Agricultural Act of 
1948 amends the parity price and income formulas, 
and changes the definitions of carry-over, normal sup- 
ply and total supply for basic commodities contained 
in the AAA of 1938. 

Tobacco is to be supported at 90% of parity under 
the long-term Aiken provision. As for the other basic 
commodities, wheat, corn, cotton, rice and peanuts, 
support will range from 60% to 90%, depending upon 
production and marketing surpluses. Wool and pota- 
toes fall into the same category. The support of other 
commodities after 1949 could be anywhere from zero 
to 90%. 


HOUSING AND INFLATION 


The value of new construction this year up through 
July reached $9.4 billion—an increase of nearly 36% 
over the comparable period last year. This is a new, 
peacetime record. Private residential construction 
was the prime factor in this over-all rise in volume. 
It amounted to $3.7 billion, a 58% increase over 1947, 
and 40% of all new construction put in place. About 
556,300 dwelling units were started during the first 
seven months of this period—an increase of 27% over 
the same 1947 period. 

Residential building was retarded because of the 
severe weather last February. The number of houses 
started reached a peak of 97,000 units in May and 
then slipped back contraseasonally to 94,000 units in 
July. This drop seemed to reflect hesitation by opera- 
tive builders in the fact of financing difficulties and 
rising building costs. 


GI Home Loan Applications Falling 


Applications by veterans for GI home loans have 
been contracting since last fall. From a peak of 
52,700 applications for loans last September, the num- 
ber has declined steadily. Last June, 30,199 applica- 
tions were filed, a 43% drop from a year earlier. 

Two factors are largely responsible for the shrinking 
demand for GI loans. Veterans are becoming increas- 
ingly reluctant to purchase homes at current prices. 
During the past year, the average price of new houses 
increased about 20%. But the average family income 
after taxes was only about 8% higher during the first 
six months of 1948 than during the comparable period 
a year earlier. Secondly, Congress abolished the sec- 
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ondary market for mortgages on these properties in 
June, 1947, and lending institutions are not attracted 
by such investments with their 4% yield. 

The Reconstruction Finance Corporation formerly 
maintained a market for these loans. Although there 
was about $3 billion outstanding, a relatively small 
amount of this paper was acquired. Between 1945 
and the spring of 1947, purchases of these loans ap- 
proximated about $50 million; in the month before 
Congress raised the bars, the purchases of these mort- 
gages amounted to $100 million. 


Secondary Market Reestablished 


The secondary market for GI home-loan mortgages 
received a new lease on life when President Truman 
signed the bill S 2790 on July 1, 1948 (Public Law 
864). This act, which the President characterized as 
being “practically nothing at all” authorized the 
RFC to buy GI home-loan mortgages up to $10,000 
each. Banks and other lending institutions were per- 
mitted to sell the RFC’s Federal National Mortgage 
Association as much as 25% of the GI mortgages 
which they had insured after April 30. The FNMA 
was given about $900 million in lending authority to 
buy these mortgages. The upshot of all this boosted 
the RFC’s secondary mortgage lending power to a 
ceiling of about $2 billion. 

The inflationary implications of this action were 
offset somewhat because the new housing law con- 
tained no provision to extend Title VI, with its pro- 
visions for liberally insured mortgages on rental prop- 
erties under Section 608.1 

The new law also created a new authority which 
allows the FHA to insure loans to veterans’ home- 
building cooperatives up to 95% of the value of the 
project. This law came in for some criticism by the 
President because “the applicable cost limitation had 


1For a closer examination of the whole home mortgage financing 
program, see ‘Financing Home Construction” in The Business Record 
for May, 1948. 


been set at only $1,350 a room whereas in most urban 
areas it was difficult to build at $1,800 a room.” 

Congress evidently thought this criticism was justi- 
fied, because the Housing Act of 1948, signed by the 
President on August 10, contained a provision boost- 
ing the allowable cost from $1,350 a room to a total 
of $8,100 a unit or $1,800 a room, whichever was more 
practical. 


Housing Insurance Liberalized 


The Housing Act of 1948 liberalizes loan privileges. 
Some of these are: 


1. Boosts the ceilings of Title VI, Section 603, loans to 
$5,750 million, and, with the approval of the President, 
to not more than $6,150 million; 

2. Authorizes 95% buyers’ loans and 90% builders’ 
loans on houses costing $6,300 or less; 

8. Agency can insure an additional $800 million of 
mortgage loans on large-scale rental units where cost 
of a family unit is $9,000 or less; 

4. Permits builders to obtain 86% insured mortgage 
loans on projects of at least twenty-five units with a 
unit value of $7,500 or less; 

5. Guarantees capital investors a return of 234% on 
their investment (yield insurance) providing rents are 
set to yield no more than 342% annually (rent control). 


The most important provision of all, especially in 
view of the current condition, is the lowering of bar- 
riers on the secondary market for GI home loans and 
FHA-insured mortgages. The new law permits banks 
and other lending institutions to sell on secondary 
government markets as much as 50% of their GI- and 
FHA-insured mortgages acquired after April 30, 1948. 
The law that was passed slightly more than a month 
earlier permitted sale of only 25%. 

President Truman voiced his disapproval of the 
25% limitation and abolishment of Title VI in the 
bill signed on July 1, but others in Washington’s offi- 
cialdom do not share the same sentiments. Marriner S. 


TABLE 6: MONTHLY TRUCKLOADINGS 
Source: American Trucking Association 
1938-1940 =100 


OO es ott Get Se a 
Average (lst six months)............. 94 


1943 1944 1945 1946 


168 182 186 178 
165 173 172 151 
195 188 205 179 
200 172 183 185 
181 175 188 187 
195 178 174 182 
159 184 178 185 177 


179 193 174 176 187 
182 191 187 172 204 
180 194 182 159 170 
186 190 191 182 204 
177 180 188 165 193 
185 176 170 148 189 
182 187 182 167 191 
170 186 180 176 184 
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Eccles, former Federal Reserve Board chairman, flatly 
opposes any encouragement of expanding credit for 
housing which would feed fuel on the inflationary 
fires. The Council of Economic Advisers, in its mid- 
year report to the President, calls attention to the 
dangers of the current mortgage situation. In this 
report, the advisers point out that mortgage debt on 
one- to four-family dwellings has climbed 65% since 
the end of 1945, but the number of new dwelling units 
has risen only about 10%. During the same period, 
nonfarm family incomes increased about 25%. “It is 
highly significant,” states the council, “that the vol- 
ume of new mortgages of less than $20,000 placed 
since 1945 amounts to approximately $26 billion, 
which is about 80% of the face value of all outstand- 
ing mortgages on one- to four-family residential prop- 
erties. Even after allowance for payments already 
made on these new mortgages, this means that a high 
proportion of indebtedness on residential properties 
has been placed on the basis of current prices. Even 
at the high level of current incomes, high housing 
costs have imposed excessive burdens on many fami- 
lies.” 

How does the veteran fit into this picture? At the 
mid-1948 mark there were 1,242,000 GI loans involv- 
ing over $7.1 billion with Veterans Administration 
guarantees and insurance of about $3.4 billion. It is 
estimated that 25% of these loans guaranteed or in- 
sured up to 1946 were for new construction; by early 
1947 this had climbed to about 40%. During the 
twelve-month period beginning in May, 1947, only 
34% of all loans advanced to veterans were to buy 
new homes. Half of all loans were for existing used 
houses. 


Lower Housing Costs Remote 


Passage of the new housing act on August 10 and 
the resurrection of Title VI would seem to defer sta- 
bilization prices of houses and building costs at lower 
levels. Even without the special housing legislation, 
the nation’s builders expect to break all existing resi- 
dential construction records in 1948. (See Table 5.) 
In order to reach this goal it would be necessary to 
utilize the full supply of labor (skilled labor is still at 
a high premium) and the full supply of most building 
materials. The act will also permit, to a limited de- 
gree, lending institutions to sell at least part of their 
GI loans at par to RFC’s FNMA and use the funds 
to make either new housing loans or take advantage 
of rising money rates. 


FREIGHT RATES 


The railroads expect to file with the Interstate 
Commerce Commission, before October 1, a petition 
for an increase of 7% or more in freight rates. The 
rise is needed, the roads claim, to operate with a 6% 
return on investment. Since December, 1947, operat- 


ing costs and supplies such as iron and steel products 
have increased, on the average, about 10%. 

In an earlier petition, the roads asked for an in- 
crease of about 29% and received about 22.6%. 
Freight rates now in effect are about 44% above the 
mid-1946 mark. As a consequence, more and more 
industries are turning to over-the-road trucking as a 
less-expensive transportation medium. During June, 
the 294 carriers reporting to the American Trucking 
Association hauled 2,834,255 tons of freight—a 5.3% 
rise over a month earlier and a 16.6% gain over a year 
ago. In contrast, railroads have experienced a de- 
cline in their miscellaneous and l|.c.]. shipments. They 
now average about 78,000 cars daily in both categor- 
ies, as compared with 84,000 a year ago. 


Trucking Index Up 


The American Trucking Association’s index, com- 
puted on a basis of average monthly tonnage of the 
reporting carriers (1938-1940=100) , was 237 in June; 
the average for the first half year was 222, as com- 
pared with a previous peak of 199 for the same 1947 
period. (See Table 6.) Haulings of iron and steel, 
which account for about 3% of the total tonnage re- 
ported, were 17% greater in June than in May and 
30.8% above a year earlier. Shipments of miscellane- 
ous commodities, which include a lot of consumers’ 
nondurable goods, were down less than 1% in June: 
but still 7.3% greater than in June, 1947. The rise in 
steel shipments gains significance especially in light 
of a large steel corporation’s request for a down- 
ward adjustment in freight rates between Pittsburgh 
and Chicago. 

Wiu1aMmM B. Harper 
Rose Nawicu 
Division of Business Economics 


Economic Notes 


More with Less 


“As a result of research carried on between the two world 
wars, and the investment made in improvements, the rail- 
roads were able during the Second World War to carry a 
freight traffic load 74% greater than that of the First World 
War and a volume of passenger traffic 100% greater. . 
They did it, moreover, with one fourth fewer men, one third 
fewer locomotives, one fourth fewer freight cars and one 
fourth fewer passenger cars. . . . The net result was that 
the average freight car during World War II produced 
twice as much transportation per day as in the First World 
War, while the average freight train for each hour it was 
on the road turned out more than twice as much transpor- 
tation service.”—Statement by William T. Faricy, President, 
Association of American Railroads, before House Commit- 
tee on Interstate and Foreign Commerce, June 14, 1948. 
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Selected Business Indicators 


(Annual statistics appear in ‘“‘The Economic Almanac 1948,” pages 72, 73) 


1948 | Percentage Change 
Item 6 Months, 
Fuse May April March Bay, 2048) | Jane, TAT! | Or te. 
June, 1948 | June, 1948 | 6 Months, 
é eee ee | eee ee et ee | 1948 
Industrial Production 
otal (HRB) (S) ccscsoslaenescaets os 1935-39=1C0 || p 192 |r 191 188 191 184 +0.5 +4.3 +2.2 
Manufacturing (FRB) (S)........ 1935-89=100 |p 198) r 197 195 200 191 +0.5 +3.7 +2.1 
Durable goods (FRB) (S)....... 1935-89=100 || p 222 |r 220 Q17 229 219 +0.9 +1.4 +1.2 
Steel. Sustad« te Bate cle eee 000 net tons 7,256 |r 17,572 6,218 7,608 6,978 4.2 +4.0 41.7 
AARON. Afra: ascleioYofeieinisis| ous otek 000 net tons 4,991 5,077 8,840 5,020 4,810 -1.7 +3.8 ais 
Copper (refined)..............- net tons 105,221 104,524 104,044 110,886 103,474 +0.7 41.7 +2.3 
eee een net tons 47,227 | 50,626 | 49,652 | 50,098 | 45,285 6.7 44.4 0.5 
“ne (alah) 2B txcic ses ss exieoely= net tons 68,372 |r 78,885 |r 71,500 |r 74,822 70,990 7.5 8.7 -1.3 
Glass containers.............. 000 gross n.d. 8,825 8,951 8,977 10,578: -1.4b -16.6¢ -19.0d 
Pomber' FP. Sey. million bd. ft. n.d. 3,089 3,085 3,022 3,333 +1.8) ~1.3¢ 22d 
Machine tools!**............. 1945-47 = 100 n.d. 86.6 82.7 84.2 88.9 +4.7b -2.6¢ ~9.5d 
Machinery (FRB)............ 1935-88=100 |p 274|r 272 276 283 2715 +0.7 0.4 +0.9 
Transportation equip. (FRB). .|| 1935-39=100 || p 227 |r 215 237 |r 241 238 +5.6 2.6 0 
Automobiles, factory sales. ....|| units 312,406 | 225,461 | 308,071 | 349,998 | 307,124 +88.6 +1.7 43,2 
Nondurable goods (FRB) (S)....|/ 1985-39=100 ||p _—-:178 178 177 177 168 0 +6.0 +3.0 
MEOULONE A sic maptie ties cee ee ee bales 801,142 785,440 829,730 878,714 729,412 +2.0 4+9.8 2.8 
Wool eacscise radia a sos olosaacs million pounds n.d. 61.8 65.3 |r 66.1 57.6 -5.4b +7.3¢ -1.7%d 
MRA VOU VANNAS adh) arate wisinie easeress million pounds 70.4 |r 68.6 67.9 67.8 54.7 +2.6 +28.7 +14.5 
Food prod., mfd. (FRB) (S)...|| 1935-89=100 ||p —-161 159 |r 157 158 154 +1.3 44.5 416 
Chemicals (FRB) (S).....---- 1935-89 = 100 254 250 249 |r 250 250 +1.6 +1.6 +0.2 
Newsprint, North American. ..|| short tons 487,126 493,458 487,620 481,076 453,031 -1.3 +7.5 +2.0 
RADER sacri casuals sic sie esti % of capacity | 94.5 100.4{7 100.8}r 100.8 106.0 -5.9 -10.8 -5.5 
Paperboard. <o5 oscs se oss cv eee % of capacity 94 100 102 102 101 6.0 6.9 =168 
Boots and shoes*®.............. thous. of pairs n.d. $3,980 |r 39,412 44,852 36,404 -13.86 6 .7%c +1.8d 
Cigarettes (small)*............ millions 31,701 28,498 $2,036 29,154 29,097 +11.2 +8.9 +5.7 
Mining (FRB) (S)...........-..- 1935-39=100 |p  158|r 162 147 142 148 2:5 +6.8 at 
Bituminous coalr............. 000 net tons || p 53,208 | p 56,590 84,600 33,844 47,424 6.0 +12.2 -8.8 
ATER CIte, canes Wore lere salsvereiee 000 net tons p 4,590 4,867 4,438 4,928 4,609 —5.7 -0.4 +2.2 
Crude petroleum‘. ............ 000 barrels n.d. 5,502 5,484 5,406 5,033. +0.36 +9.3¢ +10.8d 
Bolectric powers. . hes os acne seis million kwh 5,119 5,076 5,046 5,177 4,657 +0.8 +9.9 4+10.0 
SEOTIBEMICLION®. 12.15... olereioreicseseiass 000 dollars 935,188 | 970,789 | 873,882 | 689,763 | 605,070 -3.7 +54.6 +36.5 
Heavy engineering—Public’........ 000 dollars 66,375 72,042 77,178 71,845 66,317 -7.9 +0.1 +50.3 
Heavy engineering—Private’....... 000 dollars 82,708 61,755 78,254 55,179 62,977 +83.9 +31.3 +5.2 
Distribution and Trade 
Carloadings, total®*............... thousand cars 868.9 877.2 783.6 730.1 877.6 0.9 -1.0 —4.1 
Carloadings, miscellaneous™........ thousand cars 377.0 381.4 378.3 377.6 386.4 -1.2 2.4 -0.6 
Retail trade (NICB) (S)..........- 1935-39 = 100 n.d. $31.1 326.2 $18.3 292.3 +1.5b} +13.8c] +19.2d 
Department store sales (S)......... 1935-89 = 100 313 |r 310.0 304 284 289 +1.0 +8.3 +7.8 
Variety store sales (S)...........-- 1935-39 =100 n.d. 206.1 220.3 @12.7 192.9. ~6.4b 6.8c] +5.9d 
Rural retail trade (S)..........---- 1929-31 =100 n.d. $81.8 372.8 408 .6 381.6 +2.4b] +419.8c] +12.0d 
Grocery chain store sales (S)*.......|| 1935-39 =100 n.d. $71.0 363.3 $59.8 316.1 +2.1b} +17.4c] +16.2d 
Magazine advertising linage........ thous. of lines 3,160 4,288 4,391 4,581 8,418 -26.3 -7.4 -7.1 
Commodity Prices 
All commodities (BLS)*r........... 1926 =100 p 166.2|r 163.9}7r 162.8 161.4 147.7 +1.4 +12.5 4+11.4 
Raw materialsr................. 1926 =100 p 182.6 177.6 175.5 174.7 160.2 +2.8 +14.0 +12.7 
Semi-manufactured articlesr...... 1926 =100 p 164.3} 7r 1583.7} 7 154.1 152.9 145.1 +0.4 +6.3 +6.5 
Manufactured products®r......... 1926 =100 p 159.6}7r 158.5}7r 157.6 155.8 142.0 +0.7 +12.4 +11.3 
Marin PFOUUCET...2. 6. «cies Selves ei 1926 =100 p 196.0 189.1 186.7 186.0 177.8 +13.6 +10.2 +9.0 
MOGUB Tips cetera ews ariear er s-erenneer 1926 =100 }p 181.4 177.4 176.7 173.8 161.8 +2.3 +12.1 +9.4 
Sensitive industrial (NICB)®........ 1929=100 | 154.6 153.1 152.1 150.3 149.38 +1.0 43.5 +4.4 
Sensitive farm (NICB)§...........- 1929=100 224.5 212.8 208.7 205.6 202.9 es. S | elo 6 |.” 2191 
i Rear So 1985-39 =100 na. 192.1 190.8 188.6 177.1 40.76] +8.5c] +8.4d 
Securities 
Total stock prices (Standard & Poor's) 1935-39 = 100 135.1 130.2 124.6 116.4 119.1 48.8] 413.4 +1.3 
4 lt Se ae 1935-39 =100 142.7 187.0 130.8 121.8 124.1 44.2] 415.0 +3.0 
on SSR Be a heen 1935-39 =100 125.6 122.6 115.2 105.2 97.6 42.4] 428.7 +6.1 
Steen. bata to... 1935-89 = 100 100.6 99.2 96.2 93.0 100.8 +1.4 0.2 9.4 
Total no. shares traded N.Y.Stock Ex.|| thousands 42,416 54,683 43,765 27,692 22,676 22.4 +87.1 480.6 
Corporate bond yields (Moody’s). . .|| per cent 2.99 8.02 3.05 3.10 2.81 -1.0 +6.4 4+9.9 
Financial Indicators 
Bank debits, outside New York City! million dollars 56,667 51,797 |r 53,691 |r 56,896 49,267 +9.4 +15.0 +13.3 
New capital corporate issues........ 000 dollars 595,307 | 374,081 562,426 | 594,606 | 518,609 +59.1 +14.8 +63.4 
Refunding issues.................. 000 dollars 28,896 4,089 50,213 97,042 213,807 +606 .7 -86.5 —17.8 
Comm.., industrial and agric. loans***! million dollars 14,3509 14,218 14,258 14,522 11,7579 9 
Total personal income (S)**....... billion dollars 211.9 207.2 |r 207.4 )r 205.6 192.4 +2.3 +10.1 +9.4 
Money in circulation, end of month.!! million dollars } p 27,900 | r 27,812 27,716 27,781 28,297 +0.3 -1.4 -1.8 


SAdjusted for season variation § ‘Shipments ee cene consumption measured by tax-paid withdrawals _ *Excludes reconstructed government shoes included in 
data prior to 1944 ‘Average dail: SAverage weekly  ‘F. W. ge ‘Engineering News-Record—average weekly Grocery and combination chain store sales —_ *T'hrough 
September, 1946, the Bureau of Labor Statistics carried motor vehicles” prices at April, 1942, levels. In October, 1946, current prices were reintroduced. On April, 1942, levels, the March, 
1948 indexes for All Commodities and Manufactured Products would have been 158.8 and 151.7; Sol 160.3 and 153.5; May, 161.4 and 154.4; June, 163.5 and 155.3 140 centers 
oMay,1947 — bPercentage change, April, 1948, to May, 1948  cPercentage change, May, 1947, to May, 1948 — dPercentage change, 5 months, 1947 to 5 months, 1948 = Estimated 

fLess than .05% gAverage of last two weeks in June, reported gross. Earlier months reported net. See** n.a. Not available pPreliminary rLong-term revisions— 
wholesale prices, all series; new capital corporate issues and eee issues; bituminous coal; lumber; revised data available on request. *Value as traffic indicator subject to 
variations in length of haul and amount loaded. **New series. Commercial, industrial and agricultural loans reported by member banks in leading cities revised to increase and 

improve coverage; reported gross starting June 28, 1948, i. ¢., before deduction of valuation reserves. Total personal income, seasonally adjusted at annual rates, replaces national 
yments. ‘otal persona] income is current income received by persons from all sources, exclusive of transfers. Earlier data available on request. Machine tools shipments 


income 
<aghated om a revised index base of three months’ average, centered. 
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Hourly Earnings Reach New Peak 


VERAGE hourly earnings of production workers 

reached a new high in May. Actual and real week- 

ly earnings, average hours, employment, man hours 

and payrolls, however, declined. Wage-rate increases 

averaged 0.2%. The greatest gain went to lumber and 

millwork workers—3.1%, and to workers in paper and 
pulp plants—1.6%. 

The increase in average hourly earnings in the 
twenty-five manufacturing industries was the largest 
since September, 1947. It amounted to 0.7% and 
brought the average to $1.433—the twenty-eighth in 
a series of successive high points. Since May, 1947, 
hourly earnings have advanced 7.8%. 

Actual weekly earnings dropped slightly in May. 
The average for the twenty-five industries was $56.86. 
This was 24 cents, or 0.4%, below that of April. How- 
ever, it exceeded the levels of May, 1947, and January, 
1941 (the base date of the Little Steel formula) by 
6.0% and 85.8%, respectively. Real weekly earnings, 
which, together with real hourly earnings, reflect the 
revision made in the consumers’ price index series but 
continue on a 1923—100 base, were reduced 1.0% 
from this April and 2.5% from May of last year. 

Actual working hours declined the same in May as 
in the preceding month—0.5 hour, or 1.2%. The 
average work week for all production workers was 
lower than at any time since August, 1947. It 
amounted to 39.7 hours. Total man hours also 
dropped from April to May. The decline was 2.7%, 
with the index at 101.9 (1923=100). 


A noticeable reduction in employment occurred in 
May. The index of 126.3 (1923=100) was 1.5% be- 
low the April level, as well as 1.3% below that of a 
year ago. Since the wartime peak months of October 
and November, 1943, it has shrunk 18.1%. Payrolls 
also moved downward during May, for the second 
consecutive month, as a result of declines in both 
weekly earnings and total employment. The latest 
index was 1.9% below that of April but 4.7% greater 
than the May, 1947, level. 

Exizasetah M. Cassi 
Statistical Division 


Wage-rate Increases and Workers Affected 


Source: THe ConreRENCE Boarp 
25 Manufacturing Industries 
Date - 
Product 
Workers | Yase-rate 
Aff 
104? May.) . .. Hore ee 18.5% 9.1% 
June. 6s. APSO hein ees. 8.6 8.7 
Fay 2d BRS NO ied wack 4.8 1.4 
Aaguets. . A verey Mea ene 3.9 6.9 
September! ¢).G7U ee se ee 2.9 5.9 
Ober dash. «sane sshpetes aes 1.9 4.9 
Noveriber je stecacciec.ciec, otecton taars 4.6 6.4 
December occ sis. sie ee eee ++ = 4 eer 7.6 
1943 \JanGary anand omeche papers aeons 2.5 8.0 
Bebraarycey «pce nate viii sse te 3.2 9.5 
PCH. tin oie Ges Scie abe Seer et: 1.6 MWe 
April, An < <n antares ees 2.6 6.4 
Misys 9 ck oe teed aes eae 3.0 6.6 


EARNINGS, HOURS, EMPLOYMENT, PAYROLLS, PRODUCTION WORKERS, 25 MANUFACTURING INDUSTRIES 
Nore: Hourly earnings are not wage rates, because they include overtime and other monetary compensation 


Index Numbers, 1923 =100 


A Average 

Ave A Actua Nominal 

Date Hour Weekly oe Ls os Lee 

Rares etic Production 

Worker Wor 

BOOT Mayne .a.5. diacsisiossinie $1.329 | $53.65 40.4 41.0 
pT near ea rn 1.847 | 54.25 40.3 41.0 

uly. oeascttae Seach 1.354 53.61 39.7 40.9 
Augist gcc doets scemas ate 1.367 54.29 89.7 40.8 
September.......... 1.383 55.96 40.5 40.8 
October'c}i..2. vce! 1.386 | 56.60 40.9 40.9 
November.......... 1.395 | 56.78 40.8 40.9 
December........... 1.401 | 57.54 41.1 40.9 
1948 January............ 1.406 57.35 40.9 40.9 
February........... 1.412 57.27 40.6 40.9 
WMGRCH 5 ots cece Re 1.417 | 57.67 40.7 40.9 
ADT taccenten sta: 1.423 57.10 40.2 40.8 
BSS ocah Wate ak 1.433 56.86 39.7 40.8 


1Revised series; these data not comparable with previously published indexes, 


194.27] 204.0 | 156.87} 80.7] 126.2] 101.8 | 257.4 
193.2r]/ 210.3} 159-07} 82.3} 127.6 | 105.0] 268.8 
192.6r] 212.7] 159.97} 83.1] 127.9] 106.8 | 272.0 
192.5r) 213.4] 159.3r} 82.9] 128.8] 106.8 | 274.9 
190.97} 216.2 | 159.3r} 83.5] 130.1] 108.6 | 281.3 
190.07] 215.5 | 157.5r} 83.1] 130.0] 108.0 | 280.2 
192.97} 215.2 | 159.1r) 82.5 | 129.7] 107.0] 279.1 
194.07} 216.7 | 160.57] 82.7 | 129.9] 107.4) 281.5 
192.5r} 214.6 | 157.17} 81.7] 128.2] 104.7] 275.1 
192.8 | 213.71 155.5 80.7 | 126.3] 101.91 269.9 
rRevised. 
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Consumers’ Prices Hit 


New High 


ee rise occurred in consumers’ prices in 
June, 1948. Tue Conrerence Boarp’s index 
climbed to 164.1 (January, 1939=100), an increase 
of 0.6% over May and of 26.3% over June, 1946, the 
last month of OPA controls. 

The January, 1939, dollar shrank to its lowest value 
on record. It was worth 60.9 cents in June, a decline 
of 5.3 cents from its value a year earlier, and of 17.3 
cents from its level at the war’s end. 

The cost of food at retail in the United States rose 
1.0%, as compared with an April-May increase of 
1.3% and a March-April rise of 2.8%. Except for 
salt pork, fish, and fresh vegetables, which declined 
in June, nearly every item showed increases. The 
steepest rises occurred in the prices of meats, many 
cuts having reached the highest level on record. The 
increase in food prices over June, 1947, was 12.3%. 

Rent, which is surveyed quarterly, rose 0.5% from 
March 15 to June 15, as compared with an increase of 
0.2% in the preceding quarter. Rental increases re- 


ported in June took place under provisions of the 
Federal Housing and Rent Act of 1947, as amended 
on April 1, 1948. Leases extending through 1949 and 
providing for a 15% increase of the rental in effect in 
June, 1947, accounted for the major portion of the 
change; the contribution of smaller permissive in- 
creases was slight. The total increase since June, 
1947, has been 5.7%. 

The effectiveness of rent control is strikingly indi- 
cated by the fact that two years and ten months after 
the end of the First World War the increase in rentals 
amounted to 40.8%, as compared with an increase of 
only 5.8% for a comparable post-World War II 
period. 


CLOTHING PRICES DOWN 


Clothing prices fell fractionally for the third con- 
secutive month. Since January, 1939, the base date 
of the series, the increase in men’s clothing prices 
(68.2%) has not only outstripped the rise in women’s 
wear (45.5%), but has advanced to a higher point 
than any other component index, except food. Since 
June, 1947, however, men’s and women’s clothing 
have shown approximately the same rate of price 
increase. 

The total fuel index showed a gain of 0.6% over 
the month, caused mainly by sizable increases in 


CONSUMERS’ PRICE INDEX FOR THE UNITED STATES, AND PURCHASING VALUE OF THE DOLLAR 


Index Numbers, January, 1939 =100 
Revised series: January, 1939 = 100; series previously was on 1923 = 100. 


Weighted Clothing Fuels? House Purchasing 

Date Average of| Food Housing! Furnish- | Sundries | Value of 

as Total Women’s Total Electricity Gas bia He Dalit 

Co TT ae 129.9 149.8a) 104.7 185.5 6 106.4 91.5 93.1 132.0 126.4 77.0 
September.......... 137.9 169.3b) 104.7 140.0 8 110.0 90.7 93.1 135.8 128.9 72.5 
December peas: Lal else's 192.5c] 104.7 147.8 8 110.5 90.2 93.3 144.4 134.7 67.4 
Annual average*...| 136.1 | 164.6 | 104.7 | 139.2 g 0 | 108.4] 91.1 93.3 | 135.4 | 128.6| 73.8 

1947 March........ 150.5 | 196.3d} 104.7 | 151.0 Onl oT 7 90.0 93.2 | 148.1] 136.0 66.4 
“) e 161.1 197.5¢| 104.7 149.3 9 HITS 89.8 93.9 147.6 187.5 66.2 

UVM iced tise once 151.7 198.5 104.7 149.2 0 112.7 88.1 93.8 148.4 138.3 65.9 

PME SRIS Ge te suerte Wie sins 154.4 205.3f| 104.7 149.9 9 116.7 89.8 93.8 148.8 138.6 64.8 
September.......... 157.0 212.1 104.7 161.2 3 117.2 89.8 93.8 150.6 139.1 63.7 
October. . 157.9 210.8 109.1 152.0 5 117.8 89.9 93.8 151.9 140.2 63.3 
November.......... 159.1 212.99) 109.1 153.2 5 119.0 89.9 93.8 153.3 141.1 62.9 
December. 2.2... ... |" 161.1 216.9 109.9 154.0 2 119.4 89.9 93.8 154.1 142.6 62.1 
Annual average‘...|" 153.8 | 203.2 |_105.9 | 150.9 4] 1143] 89.7] 93.7| 149.5] 138.4 | 65.0 

1948 January............ 162.4 218.9h| 109.9 155.7 5 120.1r 89.8r 93.8 155.4 143.9 61.6 
MENTUAIYS 5. = nidoys ase 160.6 213.27; 109.9 156.5 up 120.3r 89.8r 93.9 156.07} 143.8 62.3 
March... 160.3 210.9 110.1 156.8 8 120.3r 89.9r 93.9 156.3 145.0 62.4 
PANS ein cake AA va ook 162.2 | 216.8] 110.1 156.3 Or| 120.5r|/ 89.87} 93.9 | 156.47] 145.0 61.7 
LE ernie. «5&5 cece sai 163.1 | 219.67} 110.1 156.2 145.8 | 121.57} 89.8r) 93.9] 156.2] 144.7 61.3 
June. . 164.1 221.8 110.7 155.9 145.5 122.2 90.1 93.9 156.1 145.4 60.9 

Percentage Changes 

May, 1948 to June, 1948...] +0.6] 41.0] +0.5 0.2 0.2 | +0.6 +0.3 0 0.1 0.5 -0.7 
June, 1947 to June, 1948...] +8.6| +12.3| 45.7] 44.4] 44.1] 44.8] 49.8] +0.3 0 $5.8))oit-8.8.) 9=8.0 


1Rents surveyed quarterly, March 15, June 15, Sept. 15, Dec. 15. 
*Includes electricity and gas. 
*Average of four minnocty Seilitien 

‘Weighted average of two quarterly indexes and six monthly indexes. 
aBased on food prices for June 13, 1946. 

bBased on food prices for Sept. 16, 1946. 

cBased on food prices for Dec. 16, 1946. 


dBased on food prices for March 13, 1947, 
eBased on food prices for June 16, 1947. 
Based on food prices for Aug. 18, 1947. 
poo on food prices for Nov. 17, 1947. 
Based on food prices for Jan. 14, 1948. 
iBased on food prices for Feb. 16, 1948. 
jBased on food prices for May 13, 1948. 
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anthracite and bituminous coal. Gas showed no 
change, but electricity rose 0.3%. 

The 0.1% decline in housefurnishings reflects a 
scattering of lower prices for heavy goods. The gain 
of 0.5% in the sundries index was brought about by 
higher prices for reading materials, gasoline, and per- 
sonal care. 

Fifty cities, or about four fifths of the sixty-two 
surveyed in June, showed over-all price increases for 
the month, ranging from 0.1% in Green Bay, Wis- 
consin, to 2.7% in Milwaukee. For more than half 
of the cities, the increases amounted to 0.5% to 1.5%. 


SuirLEy Fass 
Fiorence S. GEIGER 
Statistical Division 


Business Forecasts 


Emerson Schmidt, director, Economic Research Depart- 
ment, National Chamber of Commerce (July 16)—“The 
almost unanimous opinion that we are facing continued 
high-level prosperity for the next six to twelve months is 
somewhat frightening. Such unanimity frequently precedes 
collapse. . . Yet the forces making for sustained pros- 
perity are as strong today as at any time in our history. 

. . The occasional soft spots would not seem to forebode 
general recession.” 


Standard and Poor’s (August 4)—Estimates of gross na- 
tional product and national income for 1948 have been 
raised repeatedly. GNP now expected to reach $250 billion, 
$10 billion above the figure anticipated only three months 
earlier. National income for 1948, $220 billion; industrial 
production, 192 (1935-1939=100). Data for 1947 in the 
same order: GNP, $232 billion; national income, $203 bil- 
lion; industrial production, 187 (1935-1989=100) . 


Frederick C. Mills, National Bureau of Economic Research 
(July)—“There is hope that the needed and inevitable in- 
ternal readjustment of prices may be effected less painfully 
than it was in 1920-1921” unless rising costs and pressures of 
renewed demand superimpose a further major inflationary 
advance on the price rise of the last nine years. 


McGraw-Hill, Capital Expansion Survey (June)—Total 
capital expenditures may be about $300 million less in 1948 
than in 1947. By the end of 1948, manufacturing companies 
expect to complete 85% of their postwar expansion pro- 
gram. Actual expenditures in 1947 were $16.1 billion. As 
for 1949, the largest single group among the manufacturing 
companies (86%) has no plans; the second largest group 
(28%) , expects to spend less than in 1948. 


Anthony Gaubis, investment counselor (July 29)—“We 
should look for well-sustained business activity, on the 
whole, until well into 1949. . . . The probabilities are that 
the current stock market cycle will not reach its crest for 
at least another six or seven months.” 


Bache & Co., Member, New York Stock Exchange (July 
15) “The near-term prospect is for continued governmental 
stimulation of business activity, both actual and psycho- 
logical, at least until the end of the year, if not for a longer 
period. . . . Such a situation cannot continue indefinitely.” 


Industry Outlook 


Departments of Commerce and Labor (July)—Total 
new construction for 1948, as a whole, is expected to reach 
$18 billion. This represents a 29% increase over the 
$13,977 million figure for 1947. Private residential build- 
ing (excluding farm) is expected to show an increase of 
35% over 1947; private nonresidential, 20%. Industrial 
construction, the largest component of private nonresiden- 
tial building, will probably decrease about 16% below last 
year, while commercial construction is expected to increase 
by almost two thirds. 


Howard W. Page, executive assistant to president, Stand- 
ard Oil Co. of New Jersey (June 30)—“Our estimates indi- 
cate that there will not be any over-all oil shortage during 
the coming year, barring war, disaster or serious strikes. 
Elimination of spot shortages can be achieved only when 
supply capacity and working stocks are appreciably higher 
in relation to demand than can be reasonably expected dur- 
ing the coming year.” 


John W. Boatwright, General Manager, Distribution 
Economics Department, Standard Oil Company of Indiana | 
(July 8)—‘Petroleum supplies will probably continue to 
be tight during the next ten months at least.” 


N.C. Macdonald, general sales manager, Crosley Division, 
AVCO Manufacturing Corporation (July 16)—“During 
1948, the radio industry will produce around 14 million 
radios and radio-phonograph combinations. They will go 
into the hands of the public at a total retail value of some 
$750 million.” 


J.C. McCarthy, secretary, National Association of Furni- 
ture Manufacturers (July 16)—“Most furniture manufac- 
turers look upon the remaining half of 1948 with optimism. 
The demand for homes remains far from being satisfied. 
As long as houses are being built, furniture will be needed 
to make them into homes.” 


K. T. Keller, president, Chrysler Corp. (August &)— 
“There is every indication at this time of a strong demand 
for our products throughout the balance of the year.” 


Department of Commerce (July)—Demand for paper 
and paperboard has leveled off and “supplies of most grades 
are currently meeting market needs.” 


Maurice Adelsheim, president, National Retail Jewelers 
Association (August 9)—“Barring unforeseen international 
complications, all signs point to an excellent Christmas sell- 
ing period, which at least should be on a par with last 
year. High national income and savings warrant an opti- 
mistic outlook.” 


Rosr Nawicu 
Division of Business Economics 
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What Executives Say: 


Gearing for Defense 


PRIMARY PRODUCTS 


Abrasives and Asbestos: Against Peacetime Renego- 
tiation 


“The principle of preventing excessive profits on war con- 
tracts is right. Excessive profits are less likely in peace, when 
government needs are so much less than total demand. The 
method of eliminating excessive profits could be much im- 
proved. Renegotiation amounts to government by men 
instead of by laws, contrary to basic American political 
principle.” 

“Tndustry will do a better job of production and allocation 
if it is free of the restrictions surrounding the allocation pro- 
visions of the new Selective Service Act. In principle, I can- 
not object to renegotiation in time of war. The stress of 
procurement and the necessity for quick results quite probably 
would lead to improvident contracts in wartime owing to 
pressure on the procurement agencies and uncertainty as to 
costs on the part of producers. I see no justification for 
renegotiation in peacetime because the same kind of pressure 
would not be present. Producers could be given time to figure 
costs and procurement agencies would have an opportunity 
to negotiate prudent contracts.” 


Foundries: Could Manage Defense Work 


“We could handle the production of defense work as well 
as that of ordinary civilian requirements with no changes in 
labor, materials, capital, tools, space, etc., but it should 
always be remembered that: 

a. Labor has to be taught to work and not expect to eat 

without working; and 


b. Materials such as the black market steel would be 
readily obtainable if government brought back from 
Europe and other points a considerable tonnage of the 
available iron and steel scrap. 


Renegotiation is a poor substitute and in a way a method for 
locking the stable after horses have been stolen. The govern- 
ment should be able to figure out what kind of a contract is 
fair and reasonable and then let the contractor alone. It is 
difficult to see why allocations of plants to one branch of the 
national military service should be recommended if or when 
other branches need similar products and could possibly be 
served by the same plant.” 


“The corporate income tax, as long as we have one, should 
be the only means of regulating profits.” 


Mining and Quarrying: Provisions Seen Dangerous 


“Tt is just as important that the government have control 
of critical materials as of people in time of emergency. The 
danger of full conscription of industry, even in the event of 
war, is the tendency to retain control after the emergency has 
passed. Renegotiation should not be imposed upon industry 
in peacetime. It is not fair to ask industry to turn out defense 
orders for less than a reasonable profit. In our own case, 
during the last war we converted almost our entire shop 
space to defense work. Our regular business was neglected 
to the extent that large sums had to be expended to reconvert. 
Construction and labor costs following the war soon wiped 
out our war profits. These profits might have appeared exces- 


sive to the uninformed, but they were not sufficient to put 
our regular business back in as good condition as when defense 
work was started.” 


“Powers granted to the government during peacetime in 
connection with allocation of steel or other items are fraught 
with danger and serve to create the impression that there is 
constant need for government control during peacetime as 
well as war. Industry has proved equal to any emergency in 
the past and we feel certain would, on a voluntary basis, be 
perfectly capable of meeting any emergency demands when 
we are not at war.” 


Nonferrous Metals and Products: Tax Laws Favored 
over Renegotiation 


“Domestic requirements are so great that only by alloca- 
tion can some materials be saved for a preparedness program. 
We could taken on certain kinds of defense work if we were 
provided the copper and zinc, but it would be necessary for 
the government to finance this material as we would not have 
sufficient capital to increase our inventories and receivables 
much beyond the present. Renegotiation as conducted in the 
last war was far from what it was originally intended to be. 
Its tactics bordered upon those of the Gestapo, and ‘it was 
subject to favoritism. A proper kind of excess-profits tax 
formula would be vastly superior to a new renegotiation pro- 
gram. During the last war we served the Army, the Navy and 
the Air Corps. There were many occasions when this program 
made it possible for us to produce more for the war effort 
than if we had been specifically assigned to any one branch 
of the service.” 

“We do not favor renegotiation at any time. Our objections 
to renegotiation in World War II are that: 

1. The basic period for determination of normal profit did 

not fit all industries; 

2. There were too many changes in board personnel; 

3. Too much authority was given to board members sitting 

on cases. 
It is to be presumed that tax laws in effect would be suitable 
and adequate for any time and emergency, and that there 
would, therefore, be no need for renegotiation.” 


Steel: Voluntary Allocation Program Desired 


“Governmental powers of seizure and mandatory power to 
allocate steel in peacetime are objectionable since: 


1. They endanger our entire free enterprise system because 
power to control propagates itself; and since 


2. They have a tendency to become inequitable because 
political considerations normally creep into all govern- 
mental operations. 

The present civilian demand for steel is greater than our 
capacity; therefore the production of steel for defense would 
curtail steel for civilian consumption. The principal bottle- 
necks would be labor, raw materials, equipment and plant 
space. To adopt the practice of renegotiation would be a 
mistake since it penalizes the efficient producer. The govern- 
ment should do a job of skilful purchasing by efficient pro- 
curement personnel. We strongly favor a central purchasing 
agency for the combined services so as to eliminate the rivalry 
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of the separate services in the procurement of steel and the 
consequent stock piling by each agency so as to be in a 
favorable position.” 

“The steel allocation provisions of the Selective Service Act 
are likely to be more in the nature of a policeman’s billy club 
than a full-dressed working program. Specialty steel products 
such as we make—tool steels, stainless steels, and special 
alloys—have not been in sufficient demand since the war to 
engage the full capacity of the industry producing them. We 
can, therefore, handle any probable peacetime rearmament 
requirement without interfering with our commercial 
activities,” 

“Tt is essential to have our armed services properly supplied 
with steel in peacetime as well as in wartime, but we do not 
think the ieataticcation provision of the new Selective Service 
Act is necessary. I am sure the steel industry will supply the 
necessary steel under the voluntary allocation program. With 
the importance for prompt action for getting production 
started and the uncertainty of costs, renegotiation seems to 
be in order in wartime but not under peace conditions.” 

“Renegotiation of contracts has no place in peacetime. 
Recapture of profits by the government should be obtained 
through taxation. It would appear that, were one branch of 
the national military service allocated to our plants, admin- 
istrative difficulties would be held to a minimum.” 

“Any priority steel orders now reaching us will come out 
of production otherwise available for the civilian market. 
Renegotiation is never desirable—it is a cost-plus scheme 
which penalizes the efficient and encourages extravagance.” 


METAL MANUFACTURES 


Aircraft and Equipment: Find Renegotiation Costly 


“The mandatory and steel allocation provisions of the new 
Selective Service Act presumably would work very much 
along the same lines as those in effect during the last war. 
These provisions were beneficial because they assured a con- 
tinuity of supply of raw materials which otherwise might 
have been much more difficult for a small company to obtain. 
We could handle defense work at this time without curtailing 
our regular production for the civilian market because the 
defense work would only be an extension of the type of work 
which we already are performing. It would only disrupt our 
regular work seriously if it involved a large proportion of our 
capacity, say 75% or 85%. Renegotiation must be considered 
in the light of the total tax structure. An excess-profits tax 
would certainly take care of the situation for the small com- 
panies. Without an excess-profits tax, the matter is some- 
what changed, but, in any event, determination of liability 
to the Federal Government for the performance of war con- 
tracts should be most definitely and specifically set forth in 
the tax law and not left to administrative rules and regulations 
as it was in the past. Renegotiation in the last war created a 
tremendous bureaucracy of péople. The time alone of busi- 
ness executives is sometimes worth conserving and renegotia- 
tion takes a slice of that time that is not inconsiderable, be- 
sides giving emp'oyment to thousands of skilled accountants 
all over the country.” 


Automotive Equipment: Renegotiation vs. Competi- 

tion 

“If we were to engage in production of certain new items 
for defense purposes on top of our present volume of produc- 
tion, we would be seriously handicapped as to materials, 
working capital, plant space, equipment and possibly labor 
supp y as well.” 

“We have several plants, most of them engaged in entirely 
different production. Consequently, we should be a multi- 
service supplier,” 


“The allocation provisions of the Selective Service Act 
undoubtedly are necessary in order that the government 
might secure steel in the required quantities and at a cost 
which would not reflect a scramble for material. Excessive 
profits for supplying needs of government should not be 
allowed. The better way to prevent this is at the time the 
contract is negotiated. It should be the obligation of the 
procurement agency to have a knowledge of what it is pur- 
chasing and the probable profit which might accrue to the 
supplier. Perhaps it is best for administrative reasons for a 
plant to be allocated to one branch of the military service. 
However, one service might corral the supply of some vital 
part or material to the detriment of another branch of the 
service. There should be some superior committee or board in 
charge of coordinating the manufacture and supply of war or 
defense requirements so that an equitable distribution might 
be effected.” 


““We operate several plants in various sections of the coun- 
try, including one in Canada. In most of them we could 
handle some defense work without curtailing our regular pro- 
duction for the civilian market but it is apparent that we 
would need added labor supply and materials. The average 
American industrialist will not profiteer at the expense of his 
government. In time of war we believe that the renegotiation 
provision can be embodied in the revenue act through an 
excess-profits tax. A considerable amount of time, expense 
and misuse of man power could be avoided if we did not have 
a separate renegotiation setup. Any renegotiation of war 
contracts during the time of war should refer to direct 
contracts only.” 


“The industry cannot make nonautomotive products with- 
out closing down for conversion, and converting any part of 
the existing plant would naturally dislocate civilian produc- 
tion. The principal difficulty with any mobilization plan is 
its lack of flexibility. We went into the last war with a mobil- 
ization p'an pretty much based on the previous war. Large 
companies must be used to make critical and difficult items 
when the time comes. It is impossible to say what these are 
now. Unless the government knows exactly what weapons 
are going to be used, there is little value in making concrete 
plans for a particular company. y the weapons recom- 
mended by our armed forces are very different from those 
used at the conclusion of World War II. The principal thing 
we have to do is to keep research so far ahead of our com- 
petitors that they will not dare to start a war.” 


“Revival of such powers should be postponed as long as 
possible, but not to the detriment of wartime programs. We 
could handle a very small amount of national defense work 
without curtailing our present civilian market production.” 


“‘As the mandatory order or the steel allocation provisions 
apply to only approximately 1.5 million tons of the estimated 
90 million total, and coupled with the President’s statement 
that neither are to be used, it seems to indicate that they are 
of no great importance during 1948. With present procure- 
ment regulations providing for contracts on a fixed price com- 
petitive basis, or various cost-plus-fixed-fee bases, there does 
not seem to be any legitimate reason for renegotiation in peace- 
time if reasonably efficient practices are followed by the gov- 
ernment procurement agencies. Competition is the life of 
free enterprise and the large majority of reliable concerns 
should not be penalized by renegotiation in order to protect 
inefficient government procurement or to combat dishonest 
contractors. Our present laws provide for the punishment of 
fraud; legitimate profits should not be vlad oa by hind- 
sight renegotiation.” 


Electrical Appliances: Renegotiation Protects Taxpayer 


“Renegotiation probably represents a reasonable, protective 
measure for the taxpayers, but it carries with it some serious 
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disadvantages because renegotiation tends to reduce the in- 
centive to achieve minimum costs.” 


“T think we must have renegotiation both in peacetime and 
in time of war.” 


Electrical Machinery: Renegotiation Should Be Elim- 
inated 


“The greatest need is for government financing of plants, 
machines, tools, etc., especially where new developments are 
involved.” 


“Any appreciable amount of defense work at the present 
time would disrupt our engineering force. Properly educated 
and experienced men to handle a large volume of experimental 
work are hard to find. Use of our present force would tend to 
hamper the production of special equipment that the civilian 
market might require. Industrial companies should have an 
indication of what their wartime goals might be, but I ques- 
tion whether any definite requirements could be set up until 
we know when the war is going to be fought and against whom. 
If war does occur, there certainly will be changes over any 
practices that might be set up at the present time. The 
renegotiation machinery should be eliminated and a taxing 
form set up to make renegotiation unnecessary for future 
emergencies. The armed forces had some very sad experiences 
with certain unreliable contractors and with people who ex- 
pected to make a great fortune out of the last war. Renego- 
tiation procedure prevented that. In the case of people mak- 
ing items strictly for the armed forces, some renegotiating 
should be necessary, but for concerns making their standard 
product and doing their own financing, it would seem that 
they should be allowed a standard percentage of profit that 
they would make in peacetime. The taxing arrangement 
would take anything above that standard away from them.” 


“Renegotiation is undesirable on commercial products dur- 
ing peacetime. The law of supply and demand and competi- 
tive business can give the government the best possible price. 
Our experience in the past war was that the strategies of the 
Army, Navy, and Air Corps were varied in principle and 
importance. These variations made it possible for a multi- 
service supplier to sustain his operation and maintain his effi- 
ciency. Our principal criticism of multiservice procurement is 
that the services do have slight variations in specifications on 
the same basic products which often complicate the delivery 
of the finished product. Much of this was corrected during 
the last several months of the war. The services should get 
together and standardize their respective specifications on 
identical items.” 


“Powers to issue mandatory orders and steel allocation 
would not be objectionable if judiciously handled.” 

“Our organization’s production would not be greatly af- 
fected by handling defense work since we are engaged in the 
heavy machinery line and a considerable amount of our equip- 
ment is usable for both peacetime and defense programs. Our 
principal problem is to get sufficient raw materials and if we 
are able to do that I believe we can meet the prevailing con- 
ditions. If the various branches of the War Department would 
carefully utilize and salvage a great deal of the existing equip- 
ment, as well as plant capacity, there would be little need 
for any enormous expansion in plant capacity.” 

“The mandatory and allocation provisions of the new 
Selective Service Act are too drastic. Many commodities are 
still in demand that industry will not be able to supply for a 
number of years. When production in an industry levels off, 
the industry could possibly function under provisions of the 
act without sustaining any hardships. Renegotiation in peace- 
time appears to tend toward socialization of industry at a 
time when such practice is unwarranted and toward elimina- 
tion of normal competition in industry. In time of war a 
certain amount of hysteria is connected with a threat to 


national security; with an excess-profits tax at such a time 
renegotiation serves a very limited purpose.” 


Electrical Supplies: Competing for Defense Work Bids 


“While I deprecate the revival in peacetime of mandatory 
orders, steel allocation, etc., yet I think that at the present 
time it is going to be essential that the government have such 
powers in order that it can make sure that materials are ob- 
tained to fill the government orders. I believe that allocation 
of plants to one branch of the national military service will 
work out all right in practice but there should be some leeway 
for the requirements of special apparatus only made by one 
or two concerns for use of other branches than the main 
branch which a company will supply.” 

‘At the present time, we could handle defense work without 
curtailing our regular production. As a matter of fact, we are 
competing for government bids by quoting prices which are 
generally lower than what we might quote on commercial 
products. This is justified not so much because of any fear 
of renegotiation or curtailment of profit margins, but because 
the business is desired for certain departments; also the volume 
is such as to provide for savings which might not apply on 
smaller orders. Where there are several bidders on require- 
ments for either the Army or Navy and the competition is 
keen, the award should be made to the company supplying 
the product at the lowest price—other factors of quality and 
delivery, of course, being considered where necessary. ‘There 
is probably some justification for consideration of renegotia- 
tion on individual contracts where there is a sole proprietary 
bid involved. Many industries fail to consider fully the effect 
of volume production on their ultimate profit levels. This is 
obviously a factor of considerable importance under wartime 
conditions and may serve as some justification for renego- 
tiation procedures.” 


Hardware: Should Allocate Only in Emergency 


“‘Renegotiation seems to us to be a greater evil than the 
possibility of some profits in undesirable places, but not much 
greater.” 

“We are opposed to renegotiation in both peacetime and 
war. In wartime, sufficient and equitable depreciation is not 
permitted to approach even the wear and tear on the equip- 
ment when used, as it usually is, on three shifts. Allocation 
of our plant to one branch of the national military service 
is not practical, because we supply such a varied line of tools 
and parts, some on direct government business, but largely 
as a subcontractor to units that are supplying all branches of 
the national military service.” 

“The mandatory and allocation provisions should not be 
exercised except in the event of actual necessity. They should 
be carefully guarded against abuse as occurred in wartime 
when contractors procured greater quantities than were actu- 
ally needed for production. Protection should also be given 
to insure equitable distribution of materials not allocated for 
war purposes. There would be less confusion, better. produc- 
tion for the government, and less expense of handling if war 
contractors were permitted a stated reasonable amount of 
profit after taxes, based upon an income-tax law with suffi- 
cient safeguard as to fraud, etc.” 

“Renegotiation in peacetime would practically discourage 
production for defense work. In time of war it is a proper 
system for taking the profit out of war. To take the profit out 
of peacetime industry would be to destroy industrial initiative, 
When manufacturing for different branches of the service. 
clashes with management often occur because one service 
believes management is giving preference to another service.” 

“We are decidedly against renegotiation in peacet‘me, and 
we are not even sold on it in time of war. Most excess profits 
are largely lost to the company through an excess-profits tax 
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and it seems to us completely at variance with justice to place 
in the hands of an interested party such as the government 
the right to take such property in the form of profits from the 
vendor as his judgment or a whim may decide. We see no 
objection to the allocation of plants to one branch of service 
provided that in time of war when production is urgently 
needed this will not result in idle facilities owing to the 
jealousy of one branch of another, or to the usual red tape 
incident to most government action.” 


Industrial Machinery—General: Against Plant Allo- 
cation 


“We could not handle defense work at this time without 
curtailing our production for the civilian market. Materials 
are most difficult to get. We have no available plant space for 
substantial amounts of defense work. New facilities must be 
provided, although we have expanded them considerably 
within the last few years. We do not believe in renegotiation 
during peacetime, because certainly then the competitive bid- 
ding system should function properly in the public interest. 
We believe that renegotiation in time of war is essential, in 
that it permits greater speed in developing essential produc- 
tion. But all the rules of renegotiation should be established 
and declared and should not be bridged over by some state- 
ment in the statute or in the regulations that ‘just and reason- 
able compensation will be paid.’ That reduces the matter to 
administrative law, involving the opinions of men who are 
strongly tempted to become unfair to producers for fear of a 
public investigation which might hurt them. We recommend 
that strong steps be taken to permit the absorption of the usual 
rates of business building-cost elements such as advertising, 
research, etc., and in addition, the usual rate of donations, 
etc., as admissible costs. Some abuses occurred during the 
last war, but they did not develop to any serious degree. 
It is only fair to a producer, and very much in the public 
interest, that an enterprise be permitted to live and grow 
for future useful production as well as for its employment 
possibilities. Our type of product does not make plant allo- 
cation seem practical for we regularly do some business with 
various services and, though not large in size, this production 
is still essential to the services and even in peacetime.” 


“The allocation of a plant or plants of one company to one 
branch of the national military service is bound to result in 
the unsatisfactory use of that plant or plants with respect to 
total ability and capacity. The only fair and proper way 
would be to have all the facilities of a corporation or business 
surveyed on a multiservice basis, permitting the individual 
business to present its story on what it believes itself best able 
to furnish in support of a war effort, regardless of what branch 
of the service controlled it in World War II and regardless of 
what product or products it may have manufactured during 
that same period.” 


“T do not like the idea of the mandatory order and steel 
allocation provisions of the Service Act, but I recognize that 
something has to be done to insure adequate cooperation with 
the government, now that we face an undeclared war. Re- 
negotiation should be confined to specific orders and not to 
the general operations of a company, and it should be on a 
semivoluntary basis; that is, the government buying service 
should insist upon figures covering the earnings on an order 
and negotiation of excessive profits as a prerequisite to an- 
other order. Allocation of a plant to one service will have its 
good and bad points. It would mean continuous intimate 
relationship with buyers’ representatives. That group might 
give first thought to the interests of its own service in dealing 
with our company, but I would imagine that priorities and 
allocations would control that. If the group is intelligent and 
capable, it could supervise the requirements of other services 
just about as well as it could its own.” 


“Regarding mandatory allocation, industry will probably 


take care of all requirements and cooperate with the govern- 
ment if the government shows a reasonable amount of intelli- 
gence and aggressiveness in making its requirements known 
and if these requirements are within reason. One tenth of the 
amount of expense and effort which the manufacturers put 
forth to carry on their renegotiation program would have 
served to convince the public that they were not profiteering. 
A proper administration of government purchasing policies 
by competent men would make the opportunity to profiteer 
on the part of those who usually resort to these practices 
very difficult.” 

“The only possible excuse for renegotiation of contracts in 
peacetime or in time of war would be in the instance of con- 
tracts undertaken involving pioneer work, with high prices 
being occasioned by the industry’s inability to make accurate 
estimates upon the cost involved in such work.” 


“Renegotiation is proper on work performed on a cost-plus 
basis. It is unfair and unreasonable, however, to renegotiate 
contracts granted on a competitive bid basis. We do not favor 
the allocation of our plant to one branch of the national 
military service. It would result in a feast or famine of work 
and might prevent us from performing a very useful service 
to another branch of the military establishment.” 


“The seemingly harmless rider to the draft act could cause 
serious trouble, although President Truman has stated that 
the authority will not now be invoked. Even so, it may cause 
a further scramble for material. Nonessential users of steel, 
etc., will be out to get all they can. Generally, these non- 
essential users are the ones who can afford to do it. Since, 
in making contracts with suppliers, the government now in- 
cludes a clause which allows them to change the price upon 
the termination of the cost involved, we do not see why they 
should also renegotiate us on an over-all basis. Industry 
should be allowed to retain any profits agreed to after cost - 
redetermination.” 


Industrial Machinery—Specialized: For Voluntary 


Allocation 


“Our views on the mandatory order and steel allocations 
provisions of the Selective Service Act of 1948 are pretty 
much the same as those of the press and leading commentators 
—that the provisions were slipped into the bill so that the 
armed services would have a legal basis on the books for re- 
instating allocations and other methods of industry control 
if they ever became necessary, but that these provisions were 
not intended to be used at the present time. Even with the 
increased armed forces which will result from the peacetime 
draft, it is hard to see that military demand will be so great 
that industry will be unable to cooperate without seriously 
affecting their production for the civilian market. Renego- 
tiation seems necessary and desirable in peacetime as well 
as wartime but it should be set up on an individual contract 
basis and not applied where the contracts awarded an indi- 
vidual manufacturer are for his regular products and repre- 
sent only a small per cent of his total volume.” 

“Tndividual steel companies know best what their produc- 
tive capacity is in the various types of steels and can allocate 
that production so as best to serve the customers for steel 
products. If the government undertook to arbitrarily allocate 
the various steel companies’ capacity, much production would 
be lost because of insufficient information concerning steel- 
making facilities so that orders would be placed with the 
wrong mill and delays in straightening out such errors would 
cause idle facilities.” 

“Allocation of steel probably will have to be imposed late 
this year or early next year if the needs of the rearmament 
program, of the European recovery program, and of car build- 
ing, housing, petroleum refining, and other critical industries 
are to be met adequately. We must make our rearmament 
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program effective and impressive to the rest of the world. 
We must also do our utmost to make the Marshall plan work 
and, most important of all, we must keep our own economy 
strong, which may require some allocation controls to lessen 
the danger of bottlenecks and worsening shortages, which 
could become a very real threat to the stability of our econ- 
omy. A plant as large as ours which makes as varied a product 
as we do could not wisely be allocated to one branch of the 
armed services. We would have to continue making a large 
volume of repair parts. In all likelihood, we would also be 
called upon to make a certain amount of new textile machin- 
ery, as was the case in the last war, because it is urgently 
needed in the war effort. In the last war we made a number 
of types of war products for Ordnance, the Army Air Corps, 
and the Navy. We also made a considerable amount of our 
own product.” 

“At this time we could not handle defense work without 
interfering with our regular product because we are fortunate 
in having a very substantial backlog. We are not enthusiastic 
about renegotiation in either peacetime or time of war. It 
opens up a rather uncertain tax. We feel that the ordinary 
form of taxes which applies to everybody is a fair method of 
giving the government its proper share of profits.” 


Machine Tools: For Procurement Consolidation 


“Renegotiation should apply only when the contract is 
placed for new material where costs are not known and can- 
not be reasonably determined and where both government 
and contractor therefore agree that renegotiation will be in 
order after definite costs are determined. For contracts which 
are let on a competitive basis, government procurement per- 
sonnel should be competent enough to determine whether the 
price is reasonable or excessive at the time of placing the 
order. As far as siphoning off so-called excessive war or de- 
fense profits, this can best be accomplished through taxation 
which treats everyone on the same basis.” 


“The government will have no difficulty in buying the 
necessary supplies and such a procedure as allocation heads 
us back toward federal dictatorship. I am completely against 
renegotiation in either peacetime or wartime. A proper tax 
structure should prevent profiteering at either time, and re- 
negotiation, or rather the threat of it, will definitely affect 
this company’s attitude toward war production after our 
experience last time.” 

“Additional defense work would mean additional labor, 
which we are finding difficulty in obtaining. Our night shift, 
which is not full, could turn out a large volume of additional 
work if qualified labor could be obtained. Very few job appli- 
cants today are willing to consider night work. If the 1948 
corporate tax rates are maintained and the profit allowance 
is computed on an ‘after taxes’ basis, neither the government 
nor industry should suffer unduly. I think the profit allow- 
ance should be substantial enough to leave each company 
in a strong and healthy condition. A government or a country 
cannot be strong if its producing companies are not strong. 
If excess-profits taxes are reenacted, I see no need for re- 
negotiation. There is no possible good in assigning plants 
exclusively to one branch of military service. Far better would 
be a single purchasing office for all branches. Too frequently 
during the last war, an article approved and procured by 
one b anch would be rejected by another, with consequent 
requirements of design change and loss of mass production 
benefits.” 

“A manufacturer should be entitled to a fair profit on his 
work either for the government or for private enterprise 
whether in peacetime or time of war. The decision as to what 
a fair profit might be should be established in advance and 
government contracts should not be subject to review and 
perhaps substantial change after the fact. We should expect 
that our product would be required by most, if not all, of the 
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branches of the national military service. It would seem im- 
practical to attempt to assign our products to a single branch.” 


“T hope it will not be necessary for Washington officials to 
allocate steel or any other materials, as it is a very difficult 
thing to do with fairness and accuracy by officials in Wash- 
ington, many of whom know perhaps comparatively little 
about industry. In peacetime or wartime, labor will not work 
efficiently without wages, and industry will not work effi- 
ciently without profit. Under renegotiation, too much power 
is left in the hands of a few men to determine what is a fair 
profit, and secondly, industry, when accepting orders, is left 
in the dark and consequently cannot plan properly.” 

“Renegotiation, in time of peace, undoubtedly will be nec- 
essary. However, it should be confined to those who have 
been given broad contracts and to their suppliers and the 
regulations so worked out that all in business will know who 
will be subjected to renegotiation and what part of their busi- 
ness will be renegotiated. There must also be fairness in 
imposing renegotiation so that a reasonable profit is left for 
the contractor or subcontractor. Not only millions, but bil- 
lions, of dollars can be saved if all procurement functions of 
the armed services are consolidated and set up on a business 
basis.” 

“Renegotiation is double taxation and tends to penalize 
the companies who handle their defense orders in an efficient 
and economical manner. It also tends to allow contract offi- 
cers for the services to become careless in pricing contracts. 
The industry integrating committees which were set up by 
General Campbell, Chief of Ordnance for Army Ordnance 
contractors during the last war, were excellent in speeding up 
production on similar items manufactured by several con- 
tractors. These committees also helped to reduce the cost of 
specific items by having each contractor for that specific item 
know exactly how the other contractor was doing the work.”* 


Office Equipment: Fears Capital Bottleneck 


“As a company we are obviously not in favor of renegotia- 
tion. But from the broader aspects of the taxpayer, renego- 
tiation is undoubtedly desirable, particularly in time of war. 
In peacetime this may not be quite so true only because the 
expenditures are much smaller than in time of war. Conse- 
quently, in peacetime it seems that rather than renegotiation, 
which would be burdensome, it might be better to have merely 
a redetermination of cost as various percentages of war con- 
tracts are completed. In most cases this would be more 
economical both for the manufacturer and the government, 
except possibly where extremely large-scale defense operations 
were being conducted.” 

“We feel that renegotiation in peacetime is as desirable as 
in time of war. The cost of fabrication of any items different 
from one’s own products is always questionable. Operating 
on a fixed price means that, generally speaking, the estimating 
is apt to be high to cover contingencies. The allocation of a 
plant to one branch of the national military service is de- 
pendent to a great extent on the facilities available. Such 
an arrangement would be desirable from the standpoint of 
cutting down government overhead, inspection, negotiations, 
etc.” 

“We could handle some defense work at this time without 
curtailing regular production for the civilian market. How- 
ever an upswing in that market could change the picture. 
Capital would be the most serious problem, since the added 
cost of materials and labor means that the dollar value of a 
normal raw material and work-in-process inventory has risen 
tremendously. This, of course, soaks up capital.” 

“It would be much better to set a percentage limit of profit 
and do away with renegotiation such as we had during the 
war.” 


“Because of the nature of our plant, we should be desig- 
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nated as a multiservice supplier. Whether this would be one 
branch or all branches would not seem to make any particular 
difference so long as a sufficient volume was issued to obtain 
the minimum cost.” 


Railroad Equipment: Allocation Means More Efficiency 


“Tf our private enterprise system is to survive, it must be 
capable of adjusting itself to changing conditions in peacetime 
without the force of government mandatory regulations. Of 
course, in periods of war, our entire resources must be con- 
trolled by a unified command in order to eliminate delays and 
wasted effort. Before a plan of renegotiation is adopted further 
effort should be made to eliminate war profiteering by the use 
of a very high excess-profits tax which the Internal Revenue 
Department could administer. In addition to the advantage 
of an experienced administration department, this would 
eliminate the requirement for another government bureau 
with another set of rules and regulations to handicap business 
in its important job of producing war material.” 


“Renegotiation is neither necessary nor desirable in peace- 
time. It may have its place in time of war but, if so, the profits 
which the contractor might retain should be subject to some 
definite rules rather than to the discretion of the renegotiating 
officers and boards of review established by the services. We 
do not think that the allocation of our plant to one branch 
of the military service would work out well. Our product is a 
specialty which is needed by both the Army and Navy and 
we shall be forced to deal with both of these branches. There 
is a good deal of hysteria and the rearmament program is 
perhaps being oversold to the country. While a good many 
orders for equipment will doubtless be placed, there will 
really be no necessity for applying the controls which have 
been authorized until international conditions become a good 
deal worse than they are now.” 


“Competition and federal taxes should take the place of re- 
negotiation in peacetime. We believe that the allocation of 
plants to one branch of the national military service wou d 
work out more satisfactorily than multiservice. In the last war, 
where different branches of the service were doing business 
with the same plant, there was too much overlapping of types 
of record keeping, inspection, ete. Previous experience leads 
us to the belief that we would be more efficient with larger 
orders from one branch of the service. Straight runs for one 
service branch would provide higher output at lesser cost than 
changing over to the different types of product for the differ- 
ent services.” 


Miscellaneous: Sees Plant Allocation as Impractical 


“Imposition of steel allocations in peacetime is an unwar- 
ranted assumption of authority since we cannot see the neces- 
sity for allocation except during a period of conflict when steel 
requirements are so heavy that allocation becomes a necessity. 
Renegotiation is not desirable in peacetime. It would cular 
extremely unjust so to penalize those units of any partiseem 
industry which have been forced to eliminate a substantial 
portion of their more profitable peacetime business. Industry 
in general has no w sh to make extortionate profits from gov- 
ernment contracts. Renegotiation as a whole in peacetime 
has unsavory implications along the lines of government con- 
trol of profits generally. In time of war, the situation is some- 
what different. If it became a choice between renegotiation 
and extremely high normal, surtax and excess-profits rates 
we would be inclined to favor renegotiation. At least in World 
War II, the act was administered in such a manner as to allo- 
cate the more efficient producers a better-than-average rate 
of return, which, of course, is not true of excess-profits taxes. 
We look with disfavor upon the allocation of our plants to any 
one branch of the military service. We feel that such a step 
is not required in the interests of securing maximum or better 


coordinated production. But procurement functions of the 
various armed services could be consolidated, and nonstandard 
items eliminated wherever possible.” 


“Such orders and allocations must of necessity be adminis- 
tered by someone in governmental authority who probably 
will not be familiar with the general facts in the case. Undue 
political pressure often causes a dislocation of allocation of 
materials. Some types of defense work similar to the items 
manufactured during World War II could be taken on without 
serious curtailment of our regular production, providing the 
materials used in the manufacture of these defense orders were 
made available by the government. The various plants of our 
company have different types of equipment which naturally 
lend themselves to the manufacture of certain types of items. 
Some of these items might be required by some branch of the 
service while others might be required by an entirely different 
branch of the service.” 


“Only those who have gone through renegotiation can 
appreciate the tremendous amount of work necessary to pre- 
pare to renegotiate with the government. This was a sacrifice 
which we properly made in wartime but it should not be asked 
of manufacturers in time of peace. The job is so big that the 
practical result would certainly be that a great many desirable 
contractors would refuse to have any part of the peacetime 
armament program.” 


“Renegotiation in peacetime or time of war is not only 
undesirable but not at all necessary. Proper and just excess- 
profits taxes could accomplish the same thing with a great 
deal less confusion.” 


“As the steel companies state they will not give us addi- 
tional material for armament work over our allotted portions, 
any steel that we put in defense work at this time comes out 
of our civilian pile, which is divisioned only to make about | 
70% of our demand. The armament effort would be better 
serviced if all the factories in the United States had the oppor- 
tunity to bid on different articles no matter which branch of 
the service they were for. This would give the contractors a 
better chance for freedom of action and would give the gov- 
ernment branches more opportunity to choose contractors 
from different fields. They could therefore make their bids 


more competitive.” 


“Our company is busier than it was during the last war. 
We have expanded our plant considerably and still have a 
backlog of eight months’ business which has increased steadily 
month by month. Under no circumstances could we take 
on any additional defense work in addition to our regular 
civilian production. Under the excess-profits tax, the govern- 
ment would have recaptured just as much money as it did 
through renegotiation. I do not believe that the staff and 
expense involved in recapturing money through renegotiation 
of contracts in World War II was worth the bother. Renego- 
tiation of contracts took a tremendous amount of time of 
people trying to do a difficult war job and the government 
totally disregarded this angle. If a pattern similar to that 
in the last war were followed, our company would not do 
work directly for any branch of the military service. Our prod- 
ucts are of a maintenance nature and are sold to steel mills, 
coal mines, oil fields, cement mills and metal-mining cus- 
tomers. All these people and more are essential and necessary 
to a war economy. It is necessary that these people be main- 
tained from a standpoint of equipment if contractors are to 
manufacture necessary war material from what they make 
as basic products.” 


_ “Tt would seem that our tax structures should be so estab- 
lished to eliminate renegotiation in wartime as well as peace- 
time.” 

“We cannot at this time handle a substantial amount of 
defense work without curtailing, and in a large sense, mate- 
rially disrupting, our production for civilian markets. The 
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principal bottleneck is concerned with materials, although the 
industry would be faced also with somewhat of a bottleneck 
in the way of trained labor. Our materials are those which 
represented critical items during the last war; 2. e., cotton, 
copper, nickel and aluminum. Despite the fact that the new 
crop prospects now appear to be excellent, we find that large 
amounts are to be earmarked for export to the Orient, thus 
nullifying whatever benefits might have been expected. Re- 
negotiation would not be necessary if contracts were properly 
established, were on a common basis as between all govern- 
ment services, and if tax laws were equitable and properly for- 
mulated. Allocation of an individual company to one branch 
of military service is futile and unworkable in many indus- 
tries. This would lead further to nonstandard practices as 
between various governmental services and would, as in the 
past war, breed undesirable competitive practices between 
government procurement agencies and unsound settlement 
procedures.” 


“In general, we could handle a substantial volume of de- 
fense work at this time without curtailing our regular produc- 
tion for the civilian market. It would depend upon the nature 
of the defense work, of course, with particular regard to the 
type of facilities and plant space which would be required. 
Allocation of our plant to one branch of the national military 
service would not work out well in practice because of the 
wide diversification of our facilities and normal type of 
production.” 


“The steel allocation provisions of the new selective service 
act and the mandatory order provisions are necessary at this 
particular time. These should be reviewed periodically and 
dropped as soon as possible. We could not handle defense 
work at this time without curtailing regular civilian produc- 
tion. The sole reason for this is the difficulty of obtaining steel 
through regular market channels and our unwillingness to 
enter the gray market. Some limit on profits from military 
production is necessary, but a renegotiation process which 
gives an administrator such broad powers is dangerous and 
improper. It is immoral, whether the profit margin is 2% or 
20% for a particular company, to depend on the company’s 
skill and connections to prove its case to bureaucrats.” 


“We are now operating at capacity. We are limited first, 
by labor, and second, by plant space. We are not in favor of 
renegotiation in peacetime. We are in favor of renegotiation 
in wartime, but it should allow a profit after taxes instead 
of before taxes.” 


“T can see absolutely no justification for renegotiation under 
peacetime conditions, even though some companies are al- 
ready receiving a heavy volume of defense orders. This 
applies with particular force to fixed-price contracts, which 
in my opinion can be negotiated satisfactorily beforehand by 
both parties. Allocation of certain plants to one branch of the 
service is not particularly necessary or desirable if the pro- 
curement functions of the armed services are consolidated and 
coordinated as they should be. During the war, the specifica- 
tions for each branch of service varied considerably for the 
same product, and the paper work and financing methods 
also varied greatly.” 


“In regard to renegotiation, taxes and the limitation of 
profits should cover the matter satisfactorily.” 


“Many reputable companies which have ample commercial 
business will refuse to take government contracts which are 
subject to renegotiation.” 


“Any substantial amount of defense orders, and by that I 
mean anything in excess of $1 million or so, would require 
special arrangements for capital since we have no more than 
is now needed for the increased amount of business we have 
been doing since the war ended. If the contracting officers in 
one branch of the service really know all they need to know 
about the equipment which they are buying for some other 


branch of the service, and the same is true of the inspectors, 
the fact that the orders are placed through one branch for 
the use of another branch should cause no problem.” 


OTHER MANUFACTURES 
Chemicals: Renegotiation Penalizes Efficient Producer 


“Perhaps where costs are unknown and where large con- 
tracts are being let, there might be some justification of re- 
negotiation during peacetime.” 

“The passage of the Selective Service Act involves an allo- 
cation of youth for military training. In fairness to the 
youth, material allocations should parallel the allocation of 
our youth.” 

“My observation of renegotiation during wartime was that 
it penalized the efficient manufacturer. Procurement officials 
of the government should know what they’re doing when 
they place an order. If somebody happens to be more efficient 
than others, he should not be penalized for that reason.” 


Food Products: Let Competition Do the Job! 


*Renegotiation is desirable in time of war, unless a better 
system can be devised for protection of the government.” 

“Because of the radical change from bulk to packaged mer- 
chandise in our business, we could not handle defense work 
without a great deal of curtailment of our own production for 
the civilian market even though we are building a substantial 
addition to our plant.” 

“We did not find renegotiation especially objectionable 
during World War II, but we see no need for it in peacetime. 
The standard practice of competitive bidding should provide 
adequate protection from profiteering. Or standards of profits 
consistent with peacetime industry practice could be estab- 
lished to eliminate much of the personal opinion which guided 
some renegotiation procedures.” 

“There should be no need in peacetime for renegotiation of 
contracts with the government. In wartime, provision for 
renegotiation should be limited to contracts covering special 
equipment, the cost of which cannot be estimated with any 
degree of accuracy.” 

‘“Tt seems entirely necessary to allocate steel if contractual 
obligations are to be entered into under which delivery dates 
will have to be met and specifications observed in a matter of 
war orders. The objectionable features of renegotiation have to 
do with factors which include the public relations aspect of 
so-called profiteering and the further public relations view- 
point as to what becomes of the savings.” 

“Our business is meat, and, if we would undertake to allo- 
cate any portion of our production to defense orders, it would 
cause us to further curtail our production to the public. 
Meat production is still insufficient to take care of the public 
requirements.” 

“As for the allocation of our plant to one branch of the 
national military service, this would not work out well gen- 
erally in actual practice, since each plant must be utilized for 
national defense for whatever purpose it is best suited, regard- 
less of the requirements in any specific branch of the service.” 


Paper and Products: Renegotiation Acceptable If 
Judiciously Administered 


“We disapprove of renegotiation in peacetime. In war or 
other times of national emergency, we believe in renegotiation 
when arranged to expedite production. However, such renego- 
tion should be a two-way operation, with prices going either 
up or down after the actual cost is established.” 

“The paperboard industry is geared to supply the needs of 
civilian demand for packaging materials and other fabricated 
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products. As customers shift to defense or war work, they 
will use, for the most part, the same paperboard for pack- 
aging.” 

“They better accelerate the settlement of renegotiation 
difficulties arising out of World War II; otherwise, they are 
not going to get cooperation on the part of manufacturers 
who are still caught in the process. No one is particularly 
happy with a situation which involves a lot of money and on 
which settlement has been delayed until another war is in the 
offing. I am not in favor of the renegotiation thing as it has 
been set up heretofore. The government better decide on how 
much they are willing to pay and settle on that basis. Then 
everyone will know what a thing is going to cost and what the 
manufacturer is going to get. Certainly there is nothing in 
the foreseeable future which is going to enable manufacturers 
to cut the cost of labor and materials entering into any of these 
contracts.” 

“A skeleton organization is being presently set up under 
the National Security Resources Board known as the Forest 
Products Division. This is to cover all forest products, in- 
cluding pulp and paper. The industry is cooperating with the 
government, recommending names for men to be appointed 
to set up an organization in the event of an emergency.” 

“Although some method of industrial preparation and 
mobilization is undoubtedly wise, and perhaps necessary, 
nevertheless too much authority seems to be placed with the 
President under the new act.” 

“In peacetime, renegotiation should be limited to products 
which are nonstandard to such a degree that quotations based 
on established and proved costs are not possible and to prod- 
ucts that are substantially noncompetitive. In wartime, 
renegotiation should apply to all except standard products for 
which bona fide published or price list quotations are available.” 

“We see no necessity for renegotiation in peacetime. In 
time of war it is probably justified, although it should be 
administered on the basis of providing a fair return to the 
producer after taxes.” 

“Renegotiation in time of war is justified on the ground 
_ that war itself is so wasteful and costs are forgotten to the 
point where it is a good thing to make sure no one profits 
unduly in time of conflict. We should not have renegotiation 
in peacetime, because there is ample opportunity to check up 
on what is going on. Being attached to one military service in 
the event of war and supplying its needs to the best of our 
ability eliminates the conflict of three or four agencies trying 
to absorb our production.” 

“Since we are operating all mills full, we could not ‘at this 
time’ handle major orders directly or indirectly for the mili- 
tary services or defense orders without curtailment of present 
production for regular outlets. To increase production through 
new plant or tooling would be a major undertaking requiring 
periods of one year or more. Plant space, labor in part, mate- 
tials, capital, and equipment would be bottlenecks. Renego- 
tiation is wrong in principle, both in peacetime and in time 
of war. It is an extension of the theory of the application of 
government power to control everyone for the misconduct of 
afew. We are considering the establishment of a committee to 
determine the mechanisms we will follow, which in all likeli- 
hood will be based on our experience during the last war 
making available such talent as we have in this company for 
production of critical items even though such items are not 
related to our regular business.” 


Woolens and Worsteds: Differ on Plant Allocation 


“We believe we shall like the allocation of our plant to a 
single branch of military service. There will be much less con- 
fusion in dealing with one group under one set of rules and 
on one type of product.” 


“Allocation of plants to one branch of the military service 


will not work out satisfactorily in the textile industry. Textile 
plants can make a greater variety of needs for both the Army 
and Navy than most other lines of industry. Each plant 
specializes, however, in some particular branch of the textile 
industry, but if full production is to be obtained in this in- 
dustry, plants should be privileged to bid on any of the needs 
of either the Army or the Navy, for which they may have 
production facilities.” 


“Tt would seem that no renegotiation should be necessary 
in peacetime but that in time of war an excess-profits tax 
would take care of the matter without all the additional work 
and expense of the renegotiation act.” 


Other Textiles: Efficiency Would Be Hindered by Plant 
Allocation 


“While agreeing with the principle of renegotiation, I was 
in hearty disagreement with the methods by which it was 
carried out. The particular point with which I disagreed was 
the unwillingness of the negotiator to explain to the con- 
tractor the basis for his determination of what were fair and 
just profits. Things have gone pretty far when the United 
States Government tells a contractor that he must pay back 
a certain amount of money, or should pay back that amount, 
and then declines to state to the contractor how he has ar- 
rived at the figure.” 

“We are opposed to such governmental powers as manda- 
tory allocations in peacetime. Where critical shortages appear 
we prefer to see the government’s function limited to that of 
obtaining the voluntary cooperation of industry. We do not 
believe that the allocation of our plant to one branch of the 
national military service would serve any practical purpose 
other than to avoid the duplication of contact with negotiating 
officers. This slight advantage would be offset by the lack: 
of flexibility in utilizing our equipment for military needs if 
our operation were confined to one branch of the service.” 

“Government should allow a marginal plant, which did 
not pad its expenses, as much profit per unit of production 
as it allows a new plant located in a low-wage area. We be- 
lieve the new plant in the low-wage area should not pay more 
than a 5% to 10% dividend, after setting aside depreciation 
and accelerated depreciation sufficient to replace equipment 
at present-day costs. If one branch were to require all the 
production of one plant, it would be sensible for it all to go 
to that one branch. If a branch required a small part of a 
plant’s production of some item, it follows that the plant 
should be allowed to sell its excess production to some other 
department of the government if the government wanted it.” 

“‘We could handle defense work at this time without cur- 
tailing our regular production for the civilian market. There 
is at present a shortage of raw material in the textile industry 
so that additional capacity is available to handle any mate- 
rials on a priority basis.” 

“There is no question that the demands made upon the 
country’s productive capacity, both for civilian and indus- 
trial rehabilitation, can best be met if industry is free from 
directive restrictions. When the time required for complete 
industrial mobilization is borne in mind, however, it seems 
doubtful whether it is prudent to abandon directive powers 
entirely. The fact that renegotiation applies only to business 
with certain government agencies is a direct incentive to the 
avoidance of war contracts. It penalizes the manufacturer 
who curtails his normal business in order to supply needed 
defense material and favors the manufacturer who does hi 
best to avoid doing his part. Allocation of individual plants 
to a particular branch of military service will depend for its 
effectiveness entirely on the degree to which the services 
coordinate their requirements. In small industries it may be 
impossible to allocate the plants available in such a way that 
the best possible use is made of productive capacity.” 


